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The world's first Boeing 747-400BCF at

Xiamen. HAECQ's subsidiary TAECO converted
this Cathay Pacific aircraft from passenger to
freighter for The Boeing Company.

PR E R EET47-400BCFERIEBHEF] -
BETEGNBATEPASRETIRAGHREE
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FINANCIAL CALENDAR AND INFORMATION FOR INVESTORS | MHEHBRIREEE:

Financial Calendar 2006 “EENFEMEAR

Annual Report sent to shareholders TthApril  EERFEEIERR mA+H
Shares trade ex-dividend 27th April BROBRER S mA=++tA
Share registers closed Ind-9th May HREBFFEEEHE IRAZHEAR
Annual General Meeting 9th May REBEAS ZANA
Payment of 2005 final dividend 19th May  RKEZZRLEERERE RATHA
Six months ending 30th June 2006 BE-ZZREXASTHLAER

Interim results announcement August  EfehHEiFE NR

Interim dividend payable September  RBEFHERE nA

Grateful thanks to the Employees’ Welfare Society Photography Club for suoplving some of the pictures in this annual report, 1BHE T EF BB AR FER LS ZIEAKGEH -



HIGHLIGHTS | R

Change%
2005 2004 205 %

(in HK§ Million) (BB EET)
Turnover 3121 2,134 463 Ex8H
Net operating profit 508 219 132.0  &EEE7
Share of after-tax results of jointly controlled companies RiERELRRREEE

— Hong Kong Aero Engine Services Limited 229 157 459 - BREMERERECRERROT

— Other jointly controlled companies (note b) 38 99 -61.6 - Ef QT (D)
Profit attributable to the Company's shareholders 618 438 N4 LERFEEEER
Net cash generated from operating activities | 843 314 1685 HEXBELNBLIHE
Net cash inflow before financing activities 575 460 250 REEBINRERAZE
Total equity 4,098 3,604 137 RHOE
(number of shares in ‘000) : (REGEEUFRE)
Average numboer of shares in issue 166,325 166,325 - THUEBTROEE
{in HK$) ' (B7T)
Earnings per share atributable to the Company’s

shareholders (basic and diluted) 3.72 2.63 414 LRAREELSRER (EXREE)
Dividends per share 1.60 1.09 468 BREE

Equity attributable to the Company's shareholders per share 21,12 18.69 13.0 NARREESRER

Notes: Atz

a. Additional financial information of the Group'’s principal subsidiary company and jaintly o FBTEMERRRAZLANK NS BEHNI IREATEERER T8
controlled companies are presented on page 64 and page 52 respectively, Bt <

b. Taikoo (Xiamen) Aircraft Engineering Company Limited ("TAECQ") has been accounted for as b BRERBIENRAS ([ERASREIRAE] ) BEEBALEN
a subsidiary company since October 2004 after an acquisition of additional interest by the K A-22RETARFANBLRAR ABAREZN - BATESR

Group. It was accounted for as a jointly controlled company prior the acquisition. REDEIAE -
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in performing heavy maintenance for B737 aircraft for other airlines. Its two
hangars can fully dock five B737 aircraft.
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STAECO provides line and base maintenance to Shandong Airlines and specialises

JIN
HE

HAECO provides line maintenance for about 70 airlines at Hong Kong Interna-

tional Airport. It also performs heavy maintenance in a hangar which holds

three wide-bodied aircraft fully docked with an additional two nose-in. Its

second hangar will open at the end of 2006 and have capacity for two 8747 and
~ one aircraft of up to B787 size fully docked.
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TAECO has four hangars holdmg elght wide-bodied aircraft ful!y docked. lt is
building a fifth hangar which will hold two wide-bodied aircraft.

TAECO has approvals to handle a wide variety of aircraft types. It specialises in
heavy maintenance on B747 aircraft including passenger to freighter conversions.
It also provides line maintenance at a number of airports in China.

BFATREIEADRARMERE - T80/ \R2BRERERNEERE - %
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HAESL overhauls Rolls Royce Trent 524 and 535 engines.
HAECO has a 7,000 square metre facility performing component overhaul and

training.
BEMZRBRGEERB LA BRI RISS24 N R REBETAIE
IR
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TEN YEAR FINANCIAL SUMMARY | T + % 17 £ %

1996 1997 1998 1998 2000
(in HK$ Million)
Turnover 2,441 2,315 2,064 1,938 1,874
Net operating profit 573 323 17 - 262
Share of after-tax results of jointly controlled companies {6) 40 43 61 134
Profit attributable to the Company's shareholders 495 320 146 59 400
Dividends 148 148 1171 81 106
Net assets employed:
Non-current assets 401 1,057 1,895 1,773 1,708
Net current assets 1,973 1,485 767 849 916
Less: non-current liabilities - - (116) (113) (110)
R -
Financed by:
Equity attributable to the Company's shareholders 2,368 2,537 2,541 2,504 2,509
Minority interests 5 5 5 5 5
2,374 2,542 2,546 2,509 2,514
(in HK$)
Results per share:
Eamnings attributable to the Company’s shareholders 2.67 1.73 0.79 0.32 2.40
Dividends 0.80 0.60 0.44 0.57 0.61
Special dividend - - - - -
Equity attributable to the Company's shareholders 1279 13.70 13.72 13.53 1502
Dividend cover — times 3.34 2.16 L 0.73 3719
Number of staff:
HAECO 4,864 4,587 4,339 3,561 3,460
TAECO 695 927 1,105 1,390 1,614
HAESL - 571 523 558 621
Jointly controlled companies in which HAECO and
TAECO own at least 20% 82 98 108 258 281
5,641 6,183 6,075 5,767 5,976
Turnover Profit attributable to the Company’s shareholders
B DEIR R IEF
CIHAECO BmTE
[OTAECO mPSAERIBIRLE
3,500 700
3,000 600
2,500 500 -
2000 -7 400 B
1,500 ‘ 300 |
1,000 ’ ’ 200 ‘ o ‘
500 B 100 ’

0 96 97 98 99 00 01 02 03 04" 05

{HKSM B T B T) " TAECO became a subsidiary on 15th Octaber 2004
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0 96 97 98 99 00 01 02 03 04 05

2001 2002 2003 2004 2005
o ' i (BBEER)
1,983 2118 1,992 2,134 3,121 FETRE
127 276 104 219 508 HEPEF
197 227 263 256 267 B REATRG B ER
312 465 345 438 618 AEBEEERR
108 539 306 181 266 RE
FREETE -
1,636 1,597 1,513 3,229 3,495 ERBEE
1,189 1,689 1,575 640 922 RBEEFE
(107 (104) (100) (265) (319) B ERBEE
2718 3,182 2,988 3,604 4,008
CES SR
2713 3,177 2,983 3,109 3,512 D ERRELERS
5 5 5 495 586 SRR R
2718 318 2,988 3,604 4,098
(E7)
SREE
1.87 2.80 2.07 263 3.72 REARRELRE
0.65 0.74 0.84 1.09 1.60 RE
- 250 1.00 - - HEIRE
16.30 1910 17.93 18.69 21.12 DERRAL
2.88 378 246 2.42 232 BRHES LR
ETI¥A
3,445 3399 3,297 3,343 3,757 BT
1,792 1,870 1,927 2,250 2,945 EFAERATELR
668 663 678 689 750 EEMEREBREEIRELD
BRIERAPASREIRLT
316 362 499 599 731 FEEL CRRENREAT
6,221 6314 6,401 6,881 8,183
Earnings attributable to the Company's shareholders Number of staff
and divicends per share . BIHE _ I
LIRRESRENR SRS e,
4.0 9,000 '
]
33 7,500 o
3.0 | L
25 T 2 6,000 -
200 oo ‘ 4,500
e o 3,000
1.0 o
05 : 1,500

0 96 97 98 99 00 01 02 03 04 05






CHAIRMAN'S STATEMENT [ T G # &5 &

RESULTS

All areas of the Group's activities experienced strong demand
and produced improved results, leading to profit attributable
to shareholders increasing by 41% to HK$618 million. The
improvement in results reflects not only increased level of activity
throughout the Group but also better margins due to high
utilisation. Turnover at the Company's operations in Hong Kong
grew by 12% and that of Taikoo (Xiamen) Aircraft Engineering
Company Limited ("TAECQ"), which had become a subsidiary in
October 2004, increased by 19%. The tumover at Hong Kong Aero
Engine Services Limited ("HAESL"), a jointly controlled company,
was 18% higher.

Your Directors have recommended a final dividend for 2005 of
HK$1.10 per share which, together with the interim dividend of
HK$0.50 per share paid on 26th September 2005, results in a total
distribution for the year of HK$1.60 per share, representing an
increase of 47% over the total dividends declared for 2004.

INVESTMENTS

The Company is building & second hangar at Hong Kong
International Airport which is expected to open at the end of 2006.

TAECO opened its fourth double-bay hangar at Xiamen airport in
December 2005 and is constructing a fifth double-bay hangar to
open in the third quarter of 2007.

STAFF

The strong result for the year reflects the excellent qualities and
hard work of the staff of more than 8,000 whom the Group
employs. On behalf of the shareholders, | should like to thank
them for their continuing support.
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Adding wing tips to a Continental Airlines B737 at
HAECO’s Hong Kong hangar. This modification is
done to improve fuel efficiency. HAECO substantially
cut the ground time required to do this modification.
ARTREEENRELRSRARATHRAT7ITERBMBHL -
ERYRIBTRASENE - BRTBXKARERYARIBREN
WEEEER -




CHAIRMAN’'S STATEMENT [ 2 B # 58

BOARD OF DIRECTORS

Mr. Chan Ping Kit, the Deputy Chairman and Chief Executive
Officer, reached normal retirement age during the year and has
contracted to work for the Company for a further three years.

OUTLOOK

Demand for the HAECO Group's services remains robust. Line
maintenance at Hong Kong International Airport should benefit
from additional movements and strong demand for heavy
maintenance is expected. However, additional staff training and
other costs will be incurred during 2006 in preparation for the
opening of the second hangar shortly before the end of the year.
TAECO is expected to grow significantly in step with the added use
of its newly opened fourth hangar. HAESL has strong demand but
was operating at full capacity during 2005 and thus has little room
to grow. Overall the prospects for 2006 are good but improving
on the excellent results achieved in 2005 will be a challenge.

David Turnbull
Chairman
Hong Kong, 7th March 2006
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REVIEW OF OPERATIONS | % # il 1

The Company's profit attributable to its shareholders comprises:

Change %
2005 2004  #iE%

REMBRREEETEHE

(in HKE Million)

HAECO Hong Kong operations 256 167 53
Share of:
TAECO 102 84 21
HAESL 229 157 46
Other jointly controlled companies 31 30 3

618 438 41

HAECO Hong Kong Operations

The Company's Hong Kong operations comprises heavy maintenance
at hangars and line maintenance at the passenger and cargo terminals
at Hong Kong International Airport as well as component overhaul at
Tseung Kwan O and ‘inventory technical management'.

Line maintenance had a busy year with the average number of
movements handled by HAECO increasing by 13% to 253 per day.

The heavy maintenance division employs 1,200 people (2004: 1,010),
who provide customers with a comprehensive range of scheduled
maintenance checks and in addition undertake periodic checks,
modifications and overhaul work on a wide variety of aircraft types. It
was busy throughout the year with 1.64 million man-hours sold, a 15%
increase over 2004, The division competes on price, availability of space,
turnround time and quality of workmanship with other Maintenance and
Repair Organisations worldwide. Approximately 53% of its work was for
airlines based outside Hong Kong.

The Company is bui‘Iding a second hangar at Hong Kong International
Airport. Given strong demand for heavy maintenance the design of this
nangar has been enhanced to enable a full range of heavy maintenance
to be simultaneously performed on two aircraft of up to Boeing 747
size plus one aircraft of up to Boeing 787 size. With the enhancements,
the cost of the hangar is estimated at HK$440 million. The hangar is
expected to open before the end of 2006 and eventually employ about
600 staff generating an additional 800,000 man-hours.

(BEEHHET)

ERIRETRNRS

i
BRRERELIELT
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The overhaul division occuples 7,000 square metres of modern workshop
space at Tseung Kwan O and emplays around 200 people. Utilisation of
these facilities during the year was reasonable.

The Company's inventory technical management service for rotable
spares continues to expand. It now includes Airbus 340-600, 340-500,
330-300 and 300-600F. The net book value of these spares at the year-
end was HK$180 million (2004: HK$103 million).

Taikoo (Xiamen) Aircraft Engineering Company
Limited

TAECO opened its fourth double-bay hangar at Xiamen airport in
December 2005 and is building a fifth hangar which is expected to open
in the third quarter of 2007. It is also purchasing a mobile tail dock
which will allow it to fully enclose a third Boeing 747 in the mid-hangar
position in one of its hangars. It manufactures some parts used for
Boeing 747-400 passenger to freighter tonversions.

The majority of TAECO'’s work is heavy maintenance for which Japan
Airlines, Cathay Pacific Airways and All Nippon Airlines are its most
substantial customers. During 2005 TAECO also started working for
The Boeing Company on the conversion of Boeing 747-400 passenger
aircraft to freighters. The first aircraft was successfully completed and re-
delivered to Cathay Pacific Airways in December 2005. TAECO expects
to operate three lines of conversions for its contract with Boeing which
covers up to thirty-three such conversions for the period up to end 2010
It has signed a memorandum of understanding with Boeing for a further
seventeen aircraft to bring the potential total to fifty.

TAECO line maintenance operations, while still representing only a small
percentage of its total turnover, continued to expand. In December
2005, the line maintenance operations handled a 1,026 flights in Beijing,
Shanghai and Xiamen.

TAECO is building a new training centre in order to provide additional
headcount to match the growth in its facilities and provide staff for
other maintenance operations in China. At the end of 2005 TAECO's
headcount totalled 2,945,
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elding repairs at HAESL on a Trent
¥ HP/IP bearing support. HAESL was
ganisation to he certified

T by Rolls-Royce as achieving its ‘Gold

{ Centres of Excellence’ standard for
the repair of these large fan engine
components.
EEnERDBEERELTRNAREE  FRM
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REVIEW OF OPERATIONS | £ B &

Hong Kong Aero Engine Services Limited

HAESL (45% owned) had another busy year, with throughput of engines
and engine equivalents in 2005 of 202 compared to 190 for 2004, The
Group's share of after-tax profit improved by 46% to HK$229 miliion.
HAESL enhanced its component repair capability during the year. Its
honeycomb repair and bearing support repair units received the first two
‘gold centres of excellence’ awaras granted by Rolls-Royce Aero Repair
& Overhaul. HAESL's customers include Cathay Pacific Airways, Emirates
Airlines and Rolls-Royce. Singapore Aero Engine Services Pte. Limited
("SAESL"), in which HAESL has a 20% interest, increased its turnover and
profitability.

Other Jointly Controlled Companies
EADS SOGERMA HAECO Services Company Limited (50% owned)

provides computerised testing of components. Prcfit increased as
business continued to grow.

Honeywell TAECO Aerospace (Xiamen) Company Limited (25% owned by
HAECO and 10% by TAECO) grew its business volume and profits.

Goodrich Asia-Pacific Limited (45% owned) refurbishes carbon brakes
and overhauls wheel hubs at Fanling, in Hong Kong. Business was steady
and profit was similar to last year.

Goodrich TAECO Aeronautical Systems Limited (35% owned by TAECO)
recorded increases in both turnover and profit,

IN-Services Asia Limited (35% owned) sells Intertechnique components,
and provides a warranty and repair service to customers. There was a
profit increase as a result of more business and product lines.

Taikoo (Shandong) Aircraft Engineering Company Limited, (20% owned
by HAECO and 10% by TAECO) provides a heavy maintenance service
at Jinan for narrow-bodied aircraft, in particular Boeing 737 aircraft. Its
orofitability was slightly below prior year due to a combination of fewer
heavy B737 checks and higher training costs as it expands its headcount.
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Financial Review M¥EEE
Change %
2005 2004 2%
(in HK$ Million) (BEEET)
Consolidated profit and loss account GARZIER
Turnover 3121 2,134 46 EXBE
Turnover comprises sales by HAECO and TAECO. The growth EHANAEERIEREMAGREIRARM
is partly due to starting to consolidate TAECO's turnover from EEE -2 EXABRRINERRBEM RS RE
15th October 2004 when it became a subsidiary company. IRCRAR-ERNETETHOERANELS
. . ‘ %> HEEMR2ESHREBRRR -
Comparing full year numbers, the increase in turnover
comprises a 12% increase for the Company’s Hong Kong KE2FRT LXRARENARLTEFENX
operations and a 19% increase for TAECO. BERASZT - REMAGREIELANES
BRARZTA
Operating profit 501 222 126 EX&F
The increase in operating profit is driven primarily by the EERNENIEREREXMERR  URE
growth in turnover and the consolidation of a full year's PALREIRLINEFEER2ECHAEE
results for TAECO. It comprises a 49% increase for the B - EERARAEEENERERTE 2Ot
Company’'s Hong Kong operations and a 18% increase for AREMRALGREIRASINERLERES 2T
TAECO. Ne
Share of after-tax results of jointly controlled companies 267 256 4 BERELABRREEE
Excluding TAECQ's HK$70 million contribution in 2004 the TEEBMATREIERAE-EZMFEY
increase is HKS81 million or 44% and is mainly contributed tTERNER  REEMBENT-BER
by HAESL. BO2BTH TEREEEHZRBHELER
VNG
Profit attributable to the Company’s shareholders 618 438 41 DEREEEEF
The main elements of the profit are HAECO's Hong Kong BAFERAARIREERNEREE_ER
operations HK$256 million, TAECO HK$102 million and FTAREBR EMAGREIRLIEE-ET
HAESL's Hong Kong operation HK$229 million. ZEER REEMZEDREEEEOIEE
BNERER_BE-ThEEBR -
Consolidated balance sheet GEREARS
Non-current assets 3,495 3,229 8 HNBEE
The majority of the net increase of HK$266 million during the ERENFREBR _BATAEBARNGER
year arose from HK$546 million capital expenditure offset by REROTREEANERBEKHEL _ES
HK$202 million depreciation and amortisation. “HERBEAMEIRR -
Net current assets RBEEFE
Net liquid funds 877 572 | 53 REBESFHE
Working capital assets 643 562 14 EERTEE
Working capital liabilities (598) (494) | 21 EELESER
Net current assets 922 640 44 RBEEFE

The increase in working capital assets and liabilities is driven
by the growth in the Group's business valume.

LESSEERAREN NRERERELR
Fi% -




REVIEW OF OPERATIONS J ¥ BB &

Change %
2005 2004 EtR%
{in HK§ Million) (B EET)
Consolidated cashflow statement HERENEBR
Net cash generated from operating activities 843 314 168 EEEBELNREEE
The HK$530 million was generated by HAECO's own AMTECTEAHBRIEESHEREL B2
operations and HK$313 million by TAECO. ZR-FZRERABEMALRBIRATES o
Purchases of property, plant and equipment 546 109 401 REYE BERKRE
Capital expenditure during 2005 included HK$312 million an CERAENENERTEERRTEERBRR
new hangars and related equipment and HK393 million on BEBEZR-FTIEER RERAMZELEER
rotables managed for airlines, ABEEHEEAT=RET
Dividends and loan repayments received from jointly 318 132 141 AHEARRRHREREEER
controlled companies CERRFHENREEEREERNCLERE
Dividends received in 2005 comprised HK$298 miltion {l%}}?fii%ﬁ?]i%ﬁ%:{%ﬂ?ﬂ?%i&%EGoodnch
from HAESL and HK$19 million from Goodrich Asia-Pacific. Asia-PacificB® ~TAEAR -
Net Liquid Funds and Financing EBEEPEERMA

The Group's deposits and net cash equivalents of HK$877 million at 31st
December 2005 and its continued strong operating cash flow is sufficient
to meet its planned operating, working capital and capital expenditure
requirements for 2006. In addition, the Company has un-committed
loan facilities equivalent to HK§474 million, of which HK$240 million is
subject to renewal during 2006.

Currency Fluctuations

The Group's income is substantially in HK dollars and US dollars and is
matched by expenditure in the same currencies. The exception to this is
TAECO which has substantial Renminbi expenditure. TAECO reduces its
exposure to changes in the exchange rate of the Renminbi against the US
dollar by retaining surplus funds in Renminbi and by a limited amount of
selling US dollars forward for Renminbi.
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Corporate Governance Practices

The Board is committed to a high standard of corporate governance and
has adopted the Code on Corporate Governance Practices {"the Code”)
promulgated by The Stock Exchange of Hong Kong Limited. It has complied
throughout the year with all but one of the mandatory code provisions and
with all the recommended best practices except quarterly reporting which
the Board considers would provide little information of additional value to
shareholders while increasing administrative costs and pressure to focus on
short-term results rather than long-term value creation. The one exception
to the code occurred at its Annual General Meeting for 2005, when the
Company deviated from Code Provision £.2.2 requiring the Chairman of
a meeting to indicate to the meeting the level of proxies lodged on each
resolution, and the bafance for and against the resolution, after it has
been dealt with on a show of hands. [t is intended that in future General
Meetings, voting will be conducted by poll.

Investor Relations

All communications for shareholders including reports, announcements and
the results of polls of shareholders at shareholder meetings are posted on
the Company's website: www.haeco.com. Printed copies of the Annual and
[nterim Reports are also sent to all shareholders.

The Company's 2005 Annual General Meeting was held on 10th May 2005
and the minutes are posted on the Company's website, An Extraordinary
General Meeting was held on 9th December 2005, at which independent
shareholders approved the renewal of maintenance contracts with Cathay
Pacific Airways Limited. The meetings were open to all shareholders and
members of the press. The votes of the Extraordinary General Meeting were
taken by poll and the poll results were published in newspapers and posted
on the Company’s website. Key shareholder dates for 2006 are set qut on the
inside front cover of this report,

From information publicly available to the Company and within the
knowledge of its Directors, at least 25% of the Company's total issued share
capital has been held by the public at all times.

Board of Directors

The Company is governed by a Board of Directors which Is responsible
for directing and supervising its affairs. This Board is accountable to
shareholders for the development of the Group with the goal of maximising
long-term shareholder value, while balancing broader stakeholder interests,

The Board is also responsible for the integrity of finandial information and the
effectiveness of the Group's systems of internal control and risk management
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processes. The Directors acknowledge their responsibility for the preparation
of the accounts of the Company, its keeping of fair and accurate accounting
records and its compliance with the Hong Kong Companies Ordinance. The
Board has, with the assistance of its Audit Committee, conducted a review of
the effectiveness of the Group’s system of internal control.

The Board comprises the Chairman, four Executive Directors, and seven Non-
Executive Directors. The roles of Chairman and Chief Executive Officer are
segregated and are not performed by the same person. The Chairman was an
Executive Director until 31st January 2006 when he became Non-Executive.
All Directors are subject to re-election by shareholders every three years.
New Directors, being individuals who are suitably qualified and expected to
make a positive contribution to the performance of the Board, are identified
by existing Directors and proposed to the Board for appointment. A Director
appointed by the Board is subject to election by shareholders at the first
General Meeting after his appointment.

The Non-Executive Directors bring independent judgement on issues of
strategy, performance, risk and people through their contribution at Board
and Committee meetings. The Board considers that three of the seven Non-
Executive Directors are independent in character and judgement and fulfil
the independence guidelines set out in rule 3.13 of the Listing Rules.

The Chairman ensures that the Directors receive accurate, timely and clear
information. Directors are encouraged to update their skills, knowledge
and familiarity with the Group through their initial induction, ongoing
participation at Board and Committee meetings, and through meeting key
members of management.

All Directors have access to the services of the Company Secretary who
reqularly updates the Board on governance and requlatory matters. Any
Director wishing to do so in the furtherance of his or her duties, may take
independent professional advice through the Chairman at the Company's
expense. The availability of professional advice extends to the Audit and
Remuneration Committees.

The Company has arranged appropriate insurance cover in respect of legal
actions against its Directors and Officers.

Minutes of Board meetings are taken by the Company Secretary and,
together with any supporting Board papers, are avallable to all Board
members. When necessary, the Independent Non-Executive Directors meet
privately to discuss matters which are their specific responsibility. Two such
meetings were held in 2005.
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The Board has three sub-committees: an Executive Committee, an Audit
Committee and a Remuneration Committee, The Audit and Remuneration
Committees have terms of reference which accord with the principles set out
in the Code and minutes are taken by the Company Secretary. The work of
these Cammittees is reported to the Board.

All Directors disclose to the Board on their first appointment their interests
as a director or otherwise in other companies or organisations and such
declarations of interests are updated annually. When the Board considers
any proposal or transaction in which a Director has a conflict of interest, the
Director declares his interest.

Directors’ Securities Transactions

The Company has adopted a code of conduct (“the Securities Code”)
regarding Directors’ securities transactions on terms no less exacting than
the required standard set out in the Model Code for Securities Transactions
by Directors of Listed Issuers (“the Model Code”) contained in Appendix 10
of the Listing Rules. A copy of the Securities Code is sent to each Director
of the Company first on his appointment and thereafter twice annually, one
month before the date of the Board meetings to approve the Company's half-
year result and annual result, with a reminder that the Director cannot deal
in the securities and derivatives of the Company until after such results have
been published, and that all his dealings must be conducted in accordance
with the Securities Code.

Under the Securities Cade, Directors of the Company are required to notify
the Chairman and receive a dated written acknowledgement before dealing
in the securities and derivatives of the Company, and, in the case of the
Chairman himself, he must notify the Chairman of the Audit Committee and
recefve a dated written acknowledgement before any dealing.

All the Directors of the Company have confirmed that they have complied
with the required standard set out in the Securities Code.

Directors’ interests as at 31st December 2005 in the shares of the Company
and its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance) are set out on page 29.

Executive Committee

The Executive Committee comprises Executive Directars, two Non-Executive
Directors, one of whom chairs its meetings and three senior executives of the
Company, its jointly controlled companies, and customers, It is responsible
to the Board for overseeing the day-to-day operation of the Company.

Audit Committee
The Audit Committee assists the Board in discharging its responsibilities
for corporate governance, financial reporting, and corporate control. The
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Committee consists of three Non-Executive Directors, two of whom including
the Chairman, Dinty Dickson Leach, are independent. All the members served
for the whole of 2005. At the invitation of the Committee, the Director
Finance, the Manager Internal Audit of John Swire & Sons (H.K.) Limited,
and representatives of the external auditors regularly attend its meetings.
The Committee also meets reqularly with the external auditors without the
presence of company management.

The terms of reference of the Audit Committee follow the quidelines set out
by the Hong Kong Institute of Certified Public Accountants and are available
on the Company website.

The Audit Committee met three times in 2005. Each meeting receives

written reports from the external and internal auditors covering matters of

significance arising from the work conducted since the previous meeting.
~ The work of the Committee included the following matters:

o reviewing HAECO management’s assessment of the effectiveness of its
system of internial control including financial, aperational and compliance
controls. This assessment was based on completing control self
assessment guestionnaires;

* reviewing HAECO management’s assessment of the effectiveness of its
risk management functions. This involved the compilation of registers of
the risks involved in managing the business and actively managing the
mitigation of these risks. Registers are kept both for enterprise wide risks
which are monitored by Executive Directors and for specific risks which are
monitored by departmental managers;

* reviewing the 2004 annual and 2005 interim financia! statements;

o after reviewing the independence of the external auditors,
PricewaterhouseCoopers and the palicy on their conducting non-audit
work, recommending their appointment to the Board, for the approval
by sharehalders. Approving the 2005 audit plan and the auditors’
remuneration;

* approving the annual internal audit programme, reviewing progress
against the programme and discussing matters arising. The Company's
internal audit coverage is provided by a combination of its own internal
section and visits by Swire Group Internal Audit; and

e reviewing the Company’s compliance with regulatory and statutory
requirements.

Audit Committee meetings are held a few days before Board meetings with
the results of the Audit Committee’s work being reported to and considered
at the Board meeting.
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Remuneration Committee

The Remuneration Committee makes recommendations to the Board on the
Company’s policy and structure for all remuneration of Directors and senior
management, It comprises three Non-Executive Directors two of whom,
Dinty Dickson Leach and Lincoln Leong, are Independent Non-Executive
Directors. It is chaired by Peter Johansen,

Under the Services Agreement between the Company and John Swire &
Sons (H.K.) Limited which was considered in detail and approved by the
Independent Non-Executive Directors of the Company, staff at various levels,
including Executive Directors, are seconded to the Company. Those staff
report to and take instructions from the Board of the Company but remain
employees of the John Swire & Sons Limited (" Swire") group.

In order to be able to attract and retain international staff of suitable
calibre, the Swire group provides a competitive remuneration package. This
comprises salary, housing, provident fund, leave-passage and education
allowances and, after three years' service, a bonus related to the profit of
the overall Swire group. The provision of housing affords ease of relocation
either within Hong Kong or elsewhere in accordance with the needs of the
business and as part of the training process whereby managers gain practical
experience in various businesses within the Swire group, and payment
of bonuses on a group-wide basis enables postings to be made to group
companies with very different profitability profiles.

Although the remuneration of these executives is not entirely linked to the
profits of the Company, it is considered that, given the volatility of aviation
related businesses, this has contributed considerably to the maintenance of &
stable, motivated and high-calibre senior management team in the Company.
Furthermore, as a substantial shareholder of the Company, it is in the best
interest of Swire 10 see that executives of high quality are seconded to and
retained within the Company.

A number of Directors and senior staff with specialist skills are employed
directly by the Company on similar terms with the principal exception that
their bonuses are paid by reference to the results of the Company alone.

The Remuneration Committee has reviewed this policy and the levels of
remuneration paid to Executive Directors of the Company. At its meeting
in November, the Committee considered a report prepared for it by Mercer
Human Resource Consulting Limited, an independent firm of consultants,
which confirmed that the remuneration of the Company's Executive Directars
was in line with comparators in peer group companies. The Committee
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approved individual Directors’ remuneration packages to be paid in respect
of 2006.

No Directar takes part in any discussion about his own remuneration.

The number of meetings held by the Board and Committees during the year
and the attendance of Directors is set out in the table below.

ZEECHEZSE FEENTREENTME
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Meetings attended/held

SHHEREBTRE
Executive Audit Remuneration
Baard Committee Committee Committee
Directors &% 2R HITEEY EVERE yEzae
Executive Directors ¥ HEE -
Chan Ping Kit Rm£
- Deputy Chairman & — BIEER
Chief Executive Officer TB&ER 616 5/8
Charles Bremridge #B= 5/6 5/8
Marven Bowles B8 4/4 4/5
Mark Hayman B&X 6/6 718
J Robert Gibson £ 212 4/4
Non-Executive Directors FRHES
David Turnbull EER
— Chairman (note 1) — EE(H:21) 5/6
Derek Cridland 228 6/6
Davy Ho Cho Ying &% 6/6 5/8
Peter Johansen ZEH 6/6 3/3 3/3
Tony Tyler BER 5/6 8/8
Independent Non-Executive Directors BIFEHESE
Bob Adams £ 4/6
Dinty Dickson Leach Z#fE 3/6 3/3 313
Lincaln Leong Kwok Kuen RE# 6/6 313 3/3

Dr. Alex Wu Shu Chih (nore 2 REIEB L (HE2) 011

Nates: 1. David Turnbull was an Executive Director until 31st January 2006.
2. Dr. Alex Wu died on 10th January 2005, -

External auditors

The remuneration of the Group's external auditors is HK$1.1 million for
statutory audit fees disclosed in note 5 to the accounts and HK$0.2 million
for other assurance services fees. The auditor's statement regarding about
their reporting responsibilities is included in their audit report on page 31.
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Environment

The Group closely monitors the impact of its operations on the environment
and makes every effort to reduce the extent of this impact. lIts facilities
incorporate systems to minimise the effect of effluents on the environment.
It has an ongoing programme to reduce energy and resource usage, and
1o recycle waste where practicable. During 2005 it published its first
comprehensive environmental report on its Hong Kong operations which is
available on its website.

Health and Safety

The Group is committed to conducting its business in a manner which
protects the health and safety of its employees, customers, business
associates and the general public. Its safety management system includes
setting targets and monitoring performance. Safety audits are conducted
annually to ensure statutory requirements are met and to improve safety
management performance.

Staff and Human Resources
At 31st December, the Group's headcount was:
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Change %

2005 2004 @B %
HAECO 3,757 3,343 12 BRIRE
TAECO 2945 2,250 31 EMAEREIRAH
HAESL 750 689 9  EFEMTRBREEEEQF
Other jointly controlled companies in which BRIBNEMATREIRATDEIRACR

HAECO and TAECO own more than 20% 731 599 22 BREMEMEEZELT
8,183 6,831 19

Community Relations

During the year the HAECO Group and its staff made donations of HK$6.2
million. This included HK$2.6 million to Hong Kong charities through the
Swire Group Charitable trust, HK$1.9 million from TAECO for the Xiamen
City Stadium, HK$1.4 million for the Indian Ocean Tsunami relief and
HK$0.1 million raised in a the 24-hour Pedal Kart Grand Prix for charitable
causes in Hong Kong. HAECO also provided a discount of HK$0.25 million
on maintenance services provided to the Project Orbis flying eye hospital.
TAECO continues to support a scholarship fund for Xiamen University and
sponsored a new primary school.

HAECO is an active member of the Hong Kong International Airport
community. It co-operates with the Airport Authority to promote safety and
environmental protection at the airport and make presentations to overseas
delegations.

HAECO has been awarded the "Caring Company Logo” by the Hong Kong
Council of Social Services for each of the last three years. It was selected for
its good corporate citizenship and support for the cammunity.
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Executive Directors

CHAN Ping Kit, aged 60, has been Deputy Chairman and Chief
Executive Officer since 8th August 2001. He first joined the Company in
1966 and resigned as Deputy Chief Engineer (Maintenance) in June 1990.
He rejoined in December 1992 as General Manager (Base Maintenance
& China Operations) and was appointed a Director in November 1993
and Managing Director in July 1998. He reached normal retirement age
during the year and has contracted to work for the Company for a term
of three years until 31st October 2008.

John Charles Godfrey BREMRIDGE *, aged 49, has been Chief
Operating Officer since 7th September 2004. He joined the Swire group
in November 1985 and in addition to Hong Kong, has worked with the
group in the United Kingdom, Japan, Australia, Korea and Bahrain. He
was Regional Manager Middle East, India & Africa of Cathay Pacific
Airways Limited pefore joining the Company.

John Robert GIBSON, aged 53, was appointed Director Finance on
1st September 2005. He joined the Swire group in March 1980 and was
transferred to employment by the Company as its Financial Controller in
November 1984. He was seconded to Swire Pacific Limited from 1992
until August 2005

Mark HAYMAN, aged 45, joined the Company in October 2001 and has
been Director Engineering since 1st February 2002. He was previously
General Manager Engineering Planning and Technical Supplies of Cathay
Pacific Airways Limited. He joined the Swire group in 1987.

Non-Executive Directors
David Muir TURNBULL, aged 50, has been Chairman of the Board

since September 1995. He was Director and Managing Director of the
Company from January 1990 to December 1993 and rejoined the Board
in March 1995, He was previously Chairman of Swire Pacific Limited,
Cathay Pacific Airways Limited and John Swire & Sons (H.K.) Limited until
his resignation from Swire on 31st January 2006.

Derek George CRIDLAND, aged 60, has been a Director of the
Company since May 1998. He is also Engineering Director of Cathay
Pacific Airways Limited and a director of Hong Kong Aero Engine Services
Limited. He is an employee of Cathay Pacific Airways Limited.

Alternate: Christopher Patrick GIBBS
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Davy HO Cho Ying -, aged 58, has been a Directar of the Company
since September 1999. He joined the Swire group in 1970 and has
worked with the group in Hong Kong and Taiwan. He is also a director of
Swire Pacific Limited and John Swire & Sons (H.K.) Limited.

Peter Andre JOHANSEN **-, aged 63, has been a Director of
the Company since July 1984 and is Chairman of the Remuneration
Committee. He joined the Swire group in 1973 and has worked with the
group in Hong Kong and Japan. He is also a directar of lohn Swire &
Sons Limited and Swire Pacific Limited.

Antony Nigel TYLER -, aged 50, has been a Director of the Company
since December 1996. He joined the Swire group in 1977 and, in
addition to Hong Kong, has worked with the group in Australia, the
Philippines, Canada, Japan, Italy and United Kingdom. He was appainted
Chief Operating Officer of Cathay Pacific Airways Limited in January
2005. He is also Chairman of AHK Air Hong Kong Limited and a director
of John Swire & Sons (H.K.) Limited and Hong Kong Dragon Airlines
Limited.

Independent Non-Executive Directors

Robert Ernest ADAMS, aged 62, has been a Director of the Company
since October 2004. He is the Chief Operating Officer and Chief Financial
Officer of Li & Fung Limited, and previousty was an executive director of
CITIC Pacific Limited.

James Seymour DICKSON LEACH #*, aged 60, has been a Director
of the Company since July 1986 and is Chairman of the Audit Committee.
He is Chairman of Sir Elly Kadoorie & Sons Limited and a director of The
Hongkong & Shanghai Hotels, Limited, and of CLP Holdings Limited.
Alternate: The Hon. Sir Michael David KADOORIE

Lincoln LEONG Kwok Kuen #*, aged 45, has been a Director of
the Company since March 2003, He is also Finance Director of MTR
Corporation Limited and a non-executive director of Tai Ping Carpets
International Limited.

Notes:
#Member of the Audit Committee
* Member of the Remuneration Committee
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DIRECTORS AND OFFICERS |ZHREH

Executive Officer

John CHI Tin Mong, aged 61, joined the Company in 1962. He was

appoainted Director and Chief Operating Officer of Taikoo (Xiamen)

Aircraft Engineering Company Limited, a subsidiary of the Company

incorporated In the People’s Republic of China in September 1996. He

reached normal retirement age in August 2004 and has contracted o~ fTRIAR

work far the Company until 30th September 2006. EXE RERT-B R-ARZEMALT -
R—ANARFAEBERRDANPEARANE
AMAINMBATENALTREIZARLAE
EFLELY  ERER-FEMENECELER
EBRER IEETRNBALARKEZRER
ERAR=ZFEBL-

Secretary
David FU Yat Hung *, aged 42, has been Company Secretary since
January 2006. He joined the Swire group in 1988.
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The Directors submit their report and the audited actounts for the year
ended 31st December 2005, which are set cut on pages 32 to 63.

Principal activity and results

The Hang Kong Alrcraft Engineering Company Limited Group is
primarily engaged in the business of commercial aircraft overhaul and
maintenance. lts operations are carried out principally in Hong Kong and
Xiamen, People's Republic of China. The results of the Group are set out
in the consolidated profit and lass account on page 32.

Ten-year financial summary
A ten-year financial summary of the results and of the assets and

liabilities of the Group is shown on pages 4 and 5.

Dividends

The Directors recommend the payment of a final dividend of HK$1.10
per ordinary share for the year ended 31st December 2005 which,
together with the interim dividend of HK$0.50 per ordinary share paic
on 26th September 2005 makes a total dividend for the year of HK$1.60
per ordinary share. This represents a total distribution for the year of
HK$266 million. Subject to the approval of the 2005 final dividend
by the shareholders at the Annual General Meeting on 9th May 2006,
it is expected that the dividend wil! be paid on 19th May 2006 0
shareholders registered on 9th May 2006. The sharehalders' register will
be closed from 2nd May 2006 to 9th May 2006, both dates inclusive.

Reserves
Movements in the reserves of the Company and the Group during the
year are set out in note 21 to the accounts.

Bank and other borrowings
The details of the Company's and its subsidiary company's borrowings

are shown in notes 23 and 24 10 the accounts.

Interest
The details of interest are included in note 8 to the accounts.

Accounting policies
The principal accounting policies of the Group are set out in note 2 tc
the accounts.

Donations
During the year the Company and its subsidiary companies made
donations for charitable purposes totalling HK$5 million.

Property, plant and equipment
Movements of property, plant and equipment are shown in note 13 to
the accounts.
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Share capital

During the year under review, no purchase, sale or redemption of
the shares of the Company has been effected by the Company or its
subsidiary companies (2004: nil). At 31st December 2005, 166,324,850
shares were inissue (31st December 2004: 166,324,850 shares).

The Company has not adopted any share option scheme during the year.

Commitments and contingencies
Details of capital commitments of the Group and the Company as at 31st

December 2005 are set out in note 27 to the accounts. There are no
contingent liabilities as at 31st December 2005.

Major customers and suppliers (significant
contracts)

64.5% of sales and 38.7% of purchases during the year were attributable
to the Group's five largest customers and suppliers respectively. 36.7%
of sales were made to the Group's largest customer, Cathay Pacific
Airways Limited (“CX"), while 14% of purchases were from the largest
supplier, Aero Inventory (U.K.) Limited which is a wholly owned subsidiary
of Aero Inventory plc. In respect of the Company's transactions with CX,
(X and its controlling shareholder Swire Pacific Limited are interested as
substantial shareholders of the Company; Derek Cridland is interested
as shareholder, director and employee of CX; Charles Bremridge, Marven
Bowles and J Robert Gibson as shareholders of CX; and Tony Tyler as
shareholder and director of CX. In respect of the Company's transactions
with Hong Kong Dragon Airlines Limited ("KA"), CX and Swire Pacific
Limited are interested as shareholders of KA and Tony Tyler is interested
as a director of KA.

Save as disclosed above, no Director, any of their associates or any
shareholder who, to the knowledge of the Directors, owns more than 5%
of the Company's issued share capital (other than in respect to CX) has
an interest in the customers or suppliers disclosed above.

Agreement for services

The Company has an agreement for services with John Swire & Sons (H.K.)
Limited ("JSSHK"), the particulars of which and of the fees paid and the
expenses reimbursed for the year ended 31st December 2005 are set out
in note 29 to the accounts.

As Directors/employees of the John Swire & Sons Limited ("Swire”)
group, Charles Bremridge, Davy Ho, Peter Johansen and Tony Tyler are
interested in the JSSHK Services Agreement (as defined in note 29) and
in the case of Peter Johansen alsc as a shareholder. David Turnbull was
interested as director and employee of the Swire group until 31st January
INNA  Marven Rnwles was interested as emplovee of the Swire aroup
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Continuing connected transactions
The Group's continuing connected transactions are set out in note 29 to
the accounts.

Three Independent Non-Executive Directors, who are not interested in

any connected transacticns with the Group, have reviewed and confirmed

that the continuing connected transactlons as set out in note 29 have
been entered into by the Group: _

(a) in the ordinary and usual course of business of the Group;

{b) either on normal commercial terms or, if there are not sufficient
comparable transactions to judge whether they are on normal
commercial terms, on terms no less favourable to the Group than
terms available to or from (as appropriate) independent third parties;
and

{c) in accordance with the relevant agreement governing them on terms
that are fair and reasonable and in the interests of the shareholders
of the Company as a whole.

The Auditors of the Company have also reviewed these transactions and

confirmed tc the Board that:

(a) they have been approved by the Board of the Company;

(b) they are in accordance with the pricing policies of the Group (if the
transactions involve provision of goods or services by the Group);

(c) they have been entered into in accordance with the relevant
agreements governing the transactions; and

(d) they have not exceeded the relevant annual caps disclesed in previous
announcements, except for the continuing connected transactions
with AHK Air Hong Kong Limited for the year ended 31st December
2005,

Directors

The names of the present Directors are listed on pages 23 to 24. 0Of
these, J Robert Gibson was appointed on 1st September 2005. In
addition, Marven Bowles and Dr. Alex Wu served as Directors of the
Company during the year. Marven Bowles resigned on 31st August 2005.
It is with sadness that the Directors report the deatn of Dr. Alex Wu on
10th January 2005. All the remaining Directors served throughout the
year and still hold office at the date of this report.

Throughout the year, Christopher Gibbs served as Alternate Director to
Derek Cridland and The Hon. Sir Michael Kadoorie served as Alternate
Director to Dinty Dickson Leach.

Article 93 of the Company's Articles of Association provides for all
Directors ta retire at the third Annual General Meeting following their
election by ordinary resolution. In accordance therswith P.K. Chan,
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Davy Ho, Tony Tyler and Lincoln Leang retire at the forthcoming Annual
General Meeting of the Company and, being eligible, offer themselves for
re-election. J Robert Gibson, having been appointed to the Board under
Article 91 since the last Annual General Meeting, also retires and offers
himself for election.

No Director has a service contract with the Company that is not
determinable by the employer within one year without payment of
compensation (other than statutory compensation).

Fees totalling HK$0.4 million were paid to the Independent Non-
Executive Directors during the year; they received no other emoluments
from the Company or any of its subsidiary companies.

Directors’ interests
At 31st December 2005, the register maintained under Section 352 of
the Securities and Futures Ordinance (“SFO”) showed that the following
Directors held beneficial interests in the shares of Hong Kong Aircraft
Engineering Company Limited:

BREBREET - CUERBEAT -HRRLER
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SEfte
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Percentage of

Personal Other Total issued capital (%)
BAER HinfEs @ BEIREEAL(%)
The Hon. Sir Michael Kadoorie . KEREERL
(Alternate Director) - 3,782,886 3,782,886 2.27 (REE)
J Robert Gibson 28,000 - 28,000 0.02 BE
Dinty Dickson Leach 124,800 - 124,800 0.08 @

* The Hon. Sir Michael Kadoorie is one of the discretionary objects and the founder of a discretionary trust
which ultimately holds these shares. :

Other than as stated above, no Director or Chief Executive of the
Company had any interest or short position, whether beneficial or non-
beneficial, in the shares or underlying shares and debentures of the
Company or any of its associated corporations, if any (within the meaning
of Part XV of the SFO).

Neither during nor prior to the year under review has any right been
granted to, or exercised by, any Director of the Company, or to or by the
spouse or minor child of any Director, to subscribe for shares, warrants or
debentures of the Company.

At no time during the year did any Director, other than as stated in this
report, have a beneficial interest, whether directly or indirectly, in a
contract to which the Company, or any of its associated corporations was
a party, which was of significance and in which the Director's interest
was material.
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At no time during the year was the Company, or any of its associated
corparations, a party to any arrangements to enable the Directors of the
Company to acquire benefits by means of the acquisition of shares in or
debentures of the Company or any other body carporate.

Directors’ interests in competing business

None of the Directors and their respective associates has any competing
interests which need to be disclosed pursuant to Rule 8.10 of the Listing
Rules.

Substantial shareholders’ and other interests
The register of interests in shares and short positions maintained under
Section 336 of the SFO shows that at 315t December 2005 the Company
had been notified of the following interests in the shares of the Company
neld by substantial shareholders and other persons:
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Number of Percentage of
shares issued capital (%) Type of interest (notes)
BHEE  DRIREEIL%) RRED (W
1. Cathay Pacific Airways Limited Beneficial owner
BEREMEERAR 45,649,686 2745  EREEA
2. Swire Pacific Limited Bensficial owner and attributable interest®™
RERBERLT 99,567,103 5986  BREEARE{EER
3. John Swire & Sons Limited Attributable interest
KEATERERAT 99,567,103 5986  EfAERD
4. Marathon Asset Management Limited 14,985,730 9.01 fnvestment manager
RELE

Notes: At 31st December 2005:

(1) Swire Pacific Limited was interested in 53,917,417 shares of the Company as beneficial owner and
was also deemed to be interested in the 45,649,686 shares of the Company directly held by Cathay
Pacific Airways Limited by virtue of Swire Pacific Limited's approximately 46% interest in Cathay Pacific
Airways Limited,

(2) Swire and its wholly owned subsidiary JSSHK are deemed to be interested in the 99,567,103 shares
of the Company, in which Swire Pacific Limited was interested, by virtue of the Swire group’s direct or
indirect interests in shares of Swire Pacific Limited representing approximately 30% of the issued share
capital and approximately 53% of the voting rights.

Auditors

A resolution for the re-appointment of PricewaterhouseCoopers as
Auditors of the Company is to be proposed at the forthcoming Annual
General Meeting.

By order of the Board

David Turnbull
Chairman
Hong Kong, 7th March 2006
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Auditors’ report to the shareholders of
Hong Kong Aircraft Engineering Company Limited
{Incorporated in Hong Kong with limited liability)

We have audited the accounts on pages 32 to 63 which have been preparad in
accordance with accounting principles generally accepted in Hong Kong.

Respective responsibilities of directors and auditors

The Hong Kong Companies Ordinance requires the directors to prepare accounts
which give a true and falr view. In preparing accounts which give a true and
fair view it is fundamental that appropriate accounting policies are selected and
applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on
those accounts and to report our opinion solely to you, as a body, in accardance
with section 141 of the Hong Kong Companies Ordinance, and for no other
purpese. We do not assume responsibility towards or accept liability to any other
person for the cantents of this report.

Basis of opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing
issued by the Hong Kong Institute of Certified Public Accountants. An audit
includes examination, on a test basis, of evidence relevant to the amounts
and disclosures in the accounts. It also includes an assessment of the
significant estimates and judgements made by the directors in the preparation
of the accounts and of whether the accounting policies are appropriate to
the circumstances of the Company and the Group, consistently applied and
adequately disciosed.

We planned and performed our audit so as to obtain all the information and
explanations which we considered necessary in order to provide us with sufficient
evidence to give reasonable assurance as to whether the accounts are free from
material misstatement. In forming our opinion we also evaluated the overall
adequacy of the presentation of infarmation in the accounts. We believe that our
audit provides a reasonable basis for our opinion.

Opinion

In our opinion the accounts give a true and fair view of the state of affairs of the
Company and the Group as at 31st December 2005 and of the profit and cash
flows of the Group for the year then ended and have been properly prepared in
accordance with the Hong Kong Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 7th March 2006
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CONSOLIDATED PROFIT AND LOSS ACCOUNT | & & # 2 Ik

for the year ended 31st December 2005 BE - FERF+-H=+—-HBUFE

Note FizE 2005 2004
(in HKS Milfion) (B EET)
Turnover 2(p) 3,121 2,134 BRuE
Operating expenses: ERAX :
Staff remuneration and benefits 6 {1,425) (1,151) BEFHRE
Cost of direct material and job expenses {680) (403) HEVHERRTHERX
Depreciation and amortisation 13 (202) (144) HERSH
Insurance and utilities (107) (74) RERAABRE
QOperating lease rentals - land and buildings (53) (52) 2EHEEHs— tHRET
Repairs and maintenance {81) (48) S REE
QOther operating expenses (72) {40) HinE#MA®
Operating profit 501 222 Exan
Net finance income/(charges) 8 7 (3) BERA/(ZH)BH
Net operating profit 508 219 BEEBRET
Share of after-tax results of jointly controlled
companies 15 267 256 BiEEEAFRRERS
Profit before taxation 775 475 BRIRATR R
Taxation 9 (65) (24) RE
Profit for the year - 710 451 XERT
Attributable to: e
The Company's shareholders 10 618 438 LFER
Minority interests 92 13 PHRRRER
710 451
Dividends g BR
Interim ~ paid ' 83 53 FH— B
Final — proposed 183 128 RE — R
11 266 181
Earnings per share attributable to the N
Company's shareholders (basic and diluted) 12 HK$3.72 HK$2.63 ‘ AFREEESERRT(EXREH)
The notes on pages 37 to 63 form part of these accounts. BE=+tEEEATZEZHIHE
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CONSOLIDATED BALANCE SHEET | 4 S EZ & @ &

at 31st December 2005 —EFERE+ A=+ HEE

Note &% 2005 2004
(in HK$ Million) (BEEET)
ASSETS AND LIABILITIES HERAMR
Non-current assets FRDAE
Property, plant and equipment 13 2,442 2,095 M - HEREE
Leasehold fand and land use rights 13 192 197 HEL R LIEARE
Intangible assets 13 6 8 BREE ”
Jointly controlled companies 15 671 719 #HERE)
Retirement benefit assets 16 177 199 Bik2ERE
Deferred tax assets 17 7 11 EEREEE
3,495 3,229
Current assets nMRE
Stocks of aircraft parts 18 78 71 REEAFE
Work in progress 18 88 79 RETLHE
Debtars and prepayments 19 477 412 B RABENERE
Deposits and bank balances 26(c) 895 576 ERERTES
1,538 1,138
Current liabilities bid b= R
Creditors and accruals _ 19 581 483 PR ESTIRE
Term loan due within one year 23 - 4 —FRERNREER
Short-term hank loans 24 18 - EEIRITE R
Taxation 17 11 BiE
616 498
Net current assets 922 640 REOREBE
Total assets less current liabilities 4,417 3,869 RESEENHAE
Non-current liabilities FEWMAG
Long-term loan 23 - 96 REMER
Receipt in advance 25 122 - FAWFOR
Deferred tax liabilities 17 197 169 EESIRE R
319 265
NET ASSETS 4,008 3,604 BERE
Equity attributable to the Company’s shareholders ATRERLES
Share capital 20 166 166 (V&S
Reserves 21 3,346 2,943 B
3,512 3,109
Minority interests 22 586 495 PHBEER
TOTAL EQUITY 4,098 3,604 Haea
David Turnbull £
Dinty Dickson Leach ERE
Directors ¥R

Hong Keng, 7th March 2006

The notes on pages 37 to 63 form part of these accounts.
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COMPANY BALANCE SHEET I REIEEARX

at 31st December 2005 =SSR F+=B=+—-H#EE

Note fiiE 2005 2004
(in HKS Million) (BEBER)
ASSETS AND LIABILITIES RERARK
Non-current assets FERDRE
Property, plant and equipment 13 1,532 1,435 M- BERER
Leasehold land 13 18 18 HETH
Intangible assets 13 6 8 ENEE
Subsidiary companies 14 268 268 HEBLR
Jointly controlled companies 15 54 52 HiEAg
Retirement benefit assets 16 177 199 BheEE
2,055 1,980
Current assets RORE
Stocks of aircraft parts 18 32 34 B ES
Wark in progress 18 59 54 FRIR
Debtors and prepayments 19 409 326 PR R FE (R TE
Depasits and bank balances 26 715 387 FRRBITER
1,215 801
Current liabilities nBAR
Creditors and accruals 19 438 374 B RIS
Term toan due within one year 23 - 4 — SRR REER
Taxation 12 - ¥i1E
450 378
Net current assets 765 423 ROREPHE
Total assets less current liabilities 2,820 2,403 REBEATDAR
Non-current liabilities ERDAR
Long-term loan 23 - 96 REER
Receipt in advance 25 122 - AR
Deferred tax liabilities 17 197 169 EEFRIERE
319 265
NET ASSETS 2,501 2,138 RESHE
Equity attributable to the Company's shareholders LFRRELER
Share capital 20 166 166 A
Reserves 21 2,335 1,972 E1:]
TOTAL EQUITY _25m 2,138 Rasa
David Turnbull EE
Dinty Dickson Leach FEHES
Directors EfEE

Hong Kong, 7th March 2006

The notes on pages 37 to 63 form part of these accounts,

&E —ZEXFZAtH

HEZAtEEEATZE2MEHE

HRRE Z — 817 -




CONSOLIDATED CASH FLOW STATEMENT | GOHERER

for the year ended 31st December 2005 BEBEERF+ZA=+—-BUFE

Note fftEE 2005 2004

{in HK$ Million) (BEEET)
Operating activities BERE

Net cash generated from operations 26(a) 867 317 EEREELNREER

Interest paid (7 {8) ERFE

Interest received 13 5 =Y &N

Taxation paid (30) - ofHIE
Net cash generated from operating activities 843 314 BERBEENTLIE
investing activities HARY

Purchase of property, plant and equipment {546) {(109) BEYE - - WERRE

Purchase of intangible assets - 7 BEEFEE

Sale of property, plant and equipment - 3 HEYE  BERRE

Acquisition of a subsidiary company - 142 BAMBELE

Loans advanced 1o a jointly controfled company (3) - FHELRER

Loans repaid by a jaintly controlled company - 62 HEZEQGEEER

Dividends received from jointly contrafled companies 318 70 ZHHELRRE

Net increase in shart-term depasits maturing B=EREBERER

after three months (37 (15) EAFER

Net cash (used in)/generated from investing activities (268) 146 REEEFRBA)EENEEPE
Net cash inflow before financing activities 575 460 MARBINRETABE
Financing activities BERB

Repayment of term loan (100) 4) BEREER

Drawing of bank loans 18 - RERITER

Dividends paid to the Company's shareholders (211) (312) BERFARRRANEE

Dividends paid to minority interests - (25) ST OBREREZNRE
Net cash used in financing activities (293) (341) HBEXBRRENRLBEE
Net increase in cash and cash equivalents 282 119 Ba&RALFENEMBE
Cash and cash equivalents at 1st January 527 408 —R-ERENASRALERY
Cash and cash equivalents at 31st December 26(c) 809 527 TR+ HEENRRRRSER/Y

The notes on pages 37 to 63 form part of these accounts.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY | GHERZEDX

for the year ended 31st December 2005 BE =S ERF+ A=+ —Bi5E

2005 2004
(in HKS Million) (BYEET)
Total equity at 1st January —A—BBENEaEH
~ as originally stated 3,109 2,983 — WEAFR
— as praviously separately reported as minority inferests 495 5 — AR ERERRBTRE
- as restated 3,604 2,988 — mEF
Exchange differences and net expenses recognised directly
in equity (5) - ERERREEREGRENIHIN
Profit for the year 710 451 EFRBF
Total recognised income for the year 705 451 EFERBUASBEH
Dividends paid to the Company's shareholders (211) (312) Bt PLERENES
Dividends paid to minority interests - (25) BERFOBRIHINKS
Acquisition of a subsidiary company - 502 BMAMBLR
Total equity at 31st December . 4,098 3,604 +ZAZ+-EEANEREN
Total recognised income for the year attributable to: EBiiEFERRBEA SN
The Company's shareholders 614 438 LERR
Minority interests 91 13 DB RER
451

105

The notes on pages 37 to 63 form part of these accounts
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NOTES TO THE ACCOUNTS | & H W i

1. Principal activities

The Hong Kong Aircraft Engineering Campany Limited Group is primarily engaged
In the business of commercial aircraft overhaul, modification and maintenance
in Hong Kong and Mainland China. It does not have other significant activity so
no further business segmental information has been reported. A geographical
segment analysis of the Group's financial information is providsd under nate 5.

The principal activities of the Group's subsidiary and jointly controlled companies
are set out on page 63. Financial summaries of the jointly controlled companies
are provided under note 15.

2. Principal accounting policies

(a) Basis of preparation
The accounts have been prepared in accordance with Hong Kong Financial
Reporting Standards {"HKFRS") and the disclosure requirements set out in
the Listing Rules of the Hong Kong Stock Exchange. The accounts have been
prepared under the historical cost convention.

The preparation of accounts in conformity with HKFRS requires the use of
certain critical accounting estimates. It also requires management {o exercise
its judgement in the process of applying the Group's accounting policies. The
areas involving a higher degree of judgement or complexity, or areas where
assumptions and estimates are significant to the accounts, are disclosed in
note 3.

In 2005, the Group adopted the following new or revised standards and
interpretations of HKFRS below, which are relevant to its operations. The
2004 comparativas have been amended as required, in accordance with the
relevant requirements,

1LEERS
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] HKAS 1 Presentation of Finandial Statements j
HKAS 2 Inventories |
THKAS 7 Cash Flow Statements )
} HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors |
HKAS 10 Events after the Balance Sheet Date ‘
HKAS 16 Property, Plant and Equipment |
HKAS 17 Leases )
| HKAS 21 The Effects of Changes in Foreign Exchange Rates

HKAS 23 Borrowing Costs
HKAS 24 Related Party Disclosures
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)
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LHKAS 27 Consolidated and Separate Financial Statements
| HKAS 28 Investments in Associates
| HKAS 31 Investments in Joint Ventures
LHKAS 32 Financial Instruments: Disclosures and Presentation
FKAS 33 Farnings per Share
HKAS 36 Impairment of Assets
HKAS 38 Intangible Assets
HKAS 39 Financial Instruments; Recognition and Measurement N
HK-Int 4 Leases — Determination of the Length of Lease Term in respect

of Hong Kong Land Leases

HKAS-Int 15 QOperating Leases — Incentives

Business Combinations

HKFRS 3
HKFRS 4

Insurance Cantracts
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Apart from certain presentational changes as set out below, the adoption
of the above new HKFRS standards and interpretations does not have any
material effect on the accounts.

(i) HKAS 1 "Presentation of financial statements” has affected the
presentation of minority interests, share of net after-tax results of jointly
controlled companies and other disclosures.

(ii) The adoption of revised HKAS 17 “Leases” has resulted in a change in
the accounting policy releting to the reclassification of leasehold fand
and fand use rights from property, plant and equipment 1o operating
leases. The up-front prepayments made for the leasehold fand and land
use rights are expensed in the profit and loss account on a straight-
line basis over the period of the lease or where there is impairment, the
impairment is expensed in the profit and loss account. In prior years,
the leasehold land and land use rights were accounted for at cost less
accumulated depreciation and accumulated impairment.

(Iii) Turnaver represents the aggregated amounts invoiced to customers
and changes in work in progress. In prior years, turnover included the
aggregated amount invoiced 1o customers only.

{iv) Certain comparative amounts have been reclassified to conform to the
current year's presentation. The change relates to a more meaningful
reclassification among operating expense categories.

The Group has not early adopted the following new standards or
interpretations that have been issued but are not yet effective. The adoption
of such standards or interpretations would not result in substantial changes
to the Group's accounting policies,
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Basis of consolidation
The consolidated accounts incorporate the accounts of the Company and its
subsidiary companies made up to 31st December,

Subsidiary companies are fully consolidated from the date on which control
is transferred to the Group. They are de-consolidated from the date that
control ceases.

The purchase method of accounting is used to account far the acquisition of
subsidiary companies by the Group, The cost of an acguisition is measured
as the fair value of the assets given, equity instruments issued and liabilities
incurred or assumed at the date of exchange, plus costs directly attributable
to the acquisition. Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured initially at their
fair values at the acquisition date, irrespective of the extent of any minority
interest. The excess of the cost of acquisition over the fair value of the
Group's share of the identifiable net assets acquired is recorded as goodwill.
If the cost of acquisition is less than the fair value of the net assets of the
subsidiary company acquired, the difference is recognised directly in the
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NOTES TO THE ACCOUNTS | B B i ¥

(c)

Intercompany transactions, balances and unrealised gains on transactions
between Group companies are eliminated upon consolidation. Unrealised
losses are also eliminated unless the transaction provides evidence of an
impairment of the asset transferred. Accounting policies of subsidiary and
jointly controlied companies have been changed where necessary to ensure
consistency with the policies adopted by the Group.

Minority interests in the balance sheet comprise the outside shareholders’
proportion of the net assets of subsidiary companies.

Subsidrary compantes

Subsidiary companies are those companies in which the Graup, directly or
indirectly, has an interest of more than half the voting powers or otherwise
has the power to govern the financial and operating policies.

In the Company's halance sheet investments in subsidiary companies are
stated at cost less provision for any impairment losses. The results of
subsidiary companies are accounted for by the Company on the basis of
dividends received and receivable.

(d) Jointly controlled companies

(e)

A joint venture is a contractual arrangement whereby the Group and other
parties undertake an economic activity which is subject to joint control and
none of the participating parties has unilateral cantrol over the economic
activity of the entity.

The consolidated profit and loss account includes the Group's share of
results of jointly controlled companies. In the consolidated balance sheet, the
investment in jointly controlled companies represents the Group's share of
net assets. When the Group's share of losses in a jeintly controlled company
equals or exceeds its interest in the jointly controlled company, including
any other unsecured receivables, the Group does not recognise further
losses, unless it has incurred obligations or made payments on behalf of the
jointly controlled company. Results reported by jointly controlled companies
are changed where necessary to ensure no material inconsistency with
ditferences from the accounting policies adopted by the Group. No such
adjustment was required for the results reparted in these accounts.

In the Company’s balance sheet, investments in jointly controlled companies
are stated at cost less provision for any impairment losses. The results of
jointly controlled companies are accounted for by the Company on the basis
of dividends received and receivable.

Foreign currency translation

ltems included in accounts of each of the Group’s entities are measured
using the currency of the primary economic environment in which the
entity operates (“the functional currency”). The consolidated accounts are
presented in Hong Kong dollars, which is the Company's functional and
presentation currency.

Foreign currency denominated monetary assets and liabilities and the
balance sheets are translated into Hong Kong dollars, the Group's functional
currency, at the rates of exchange ruling at the balance sheet date. Foreign
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(9)

rates ruling at the transaction dates. Exchange differences are reflected
in the profit and loss account except for unrealised differences on net
investments in foreign subsidiary and jointly contralled companies which are
taken directly to revenue reserve.

The balance sheets of foreign subsidiary and jointly controlled companies
denominated in foreign currencies are translated at the rates of exchange
ruling at the balance sheet date whilst the profit and foss accounts are
translated at the weighted average exchange rates during the year. When
foreign subsidiary or jointly controlled companies are sold, such exchange
differences are recognised in the profit and loss account as part of the gain
or foss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign
entity are treated as assets and liabilities of the foreign entity and translated
at the closing rate.

Assets under operating feases
Leases where substantially all the rewards and risks of ownership of assets
remain with the leasing company are accounted for as operating leases.

Payments made and due under operating lease agreements are aggregated
and charged to operating profit evenly over the periods of the respective
leases.

Property, plant and equipment

Property, plant and equipment are carried at cost less accumulated
depreciation and accumulated impairment losses. Cost includes expenditure
that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset's carrying amount or recognised
as a separate asset, as appropriate, only when it is probable that future
economic benefits associated with the item will flow to the Group and the
cost of the item can be measured reliably. All other repairs and maintenance
are expensed in the profit and loss account during the financial period in
which they are incurred.

Rates of depreciation are calculated using the straight line method to
allocate the cost of property, plant and equipment to their residual values
over their estimated useful lives. Depreciation rates in use for property, plant
and equipment are as follows:

2.5% to 10%
9% 10 33%

Buildings and building facilities
Equipment, plant and machinery
Motor vehicles 18% to 20%
Rotable spares 7%

Plant and buildings under construction il

The assets’ residual values and useful lives are reviewed, and adjusted if
appropriate, at each balance sheet date,

Where the carrying amount of an asset is greater than its estimated
recoverable amount, an impairment loss is recognised to reduce the asset to
its recoverable amount.
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NOTES TO THE ACCOUNTS | 5 B M i

(h

1)

(k)

The gain or loss on disposal of property, plant and equipment represents the
difference between the net sales proceeds and the cariying amount of the
asset, and is recognised in the profit and loss account.

Intangible assets

(i) Goodwill
Goodwill arising on consolidation represents the excess of cost of
acquisition of subsidiary and jointly contralled companies over the
Group's share of the fair value ascribed to the separable net assets at
the date of acquisition. Goodwill on acquisitions of subsidiary company
is included in intangible assets. Goodwill on acquisitions of jointly
controlled companies is included in investments in jointly controlled
companies. Goodwill is tested annually for impairment and carried at
costs less accumulated impairment losses. Any impairment arising on
goodwill is recognised in the profit and loss account immediately. Gains
and fosses on the disposal of an entity include the carrying amount of
goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of
impairment testing.

(i) Computer software
Costs associated with developing or maintaining computer software
programmes are recognised as an expense as incurred. Costs that
are directly associated with the acquisition of identifiable and unigue
software products controlled by the Group, and that will probably
generate economic benefits exceeding costs beyond one year, are
recagnised as intangible assets.

Computer software casts are amortised over their estimated useful life of
five years.

impairment of assets

Assets that have an indefinite useful life are not subject to amortisation, but
are tested at least annually for impairment and are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying
amount may not be recoverable. Assets that are subject to amortisation
are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An {mpairment
loss is recognised for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable amount is the higher of
an asset’s fair value less costs to sell and value in use. For the purposes
of assessing impairment, assets are grouped at the lowest levels for which
there are separately identifiable cash flows (cash-generating units).

Stocks and work in progress

Stacks and work in progress are stated at the lower of cost, calculated on
a weighted average basis, and net realisable value. Net realisable value is
determined on the basis of anticipated sales proceeds less estimated selling
expenses.

Debtors »
Pravision is made against debtors to the extent they are considered to be
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Cash and cash equivalents
Deposits and bank balances are carried in the balance sheet at cost.

For the purposes of the cash flow statement, cash and cash equivalents
comprise cash in hand, amounts repayable on demand from banks and
financial institutions and short-term liguid investments which were within
three months of maturity when acquired, less bank overdrafts.

{m) Borrowings

(0)

Borrowings are recognised initially at fair value, net of transaction
costs incurred. Transaction costs are incremental costs that are directly
attributable to the financial liability, including fees and commissions paid
to agents, advisers, brokers and dealers, levies by requlatary agencies
and securities exchanges, and transfer taxes and duties. Borrowings are
subsequently stated at amortised costs; any difference between the proceeds
(net of transaction costs) and the redemption value is recognised in the
profit and loss account over the period of the borrowings using the effective
interest method.

Borrowings are classified as current liabilities unless the Group has an
unconditional right to defer settlement of the liability for at least twelve
manths after the balance sheet date,

Deferred taxation

Deferred taxation is provided in full, using the liability method, on temporary
differences arising between the tax bases of assets and liabilities and their
carrying amounts in the accounts. However, if the deferred income tax arises
from initial recognition of an asset or liability in a transaction other than
a business combination that at the time of the transaction affects neither
accounting nor taxable profit or loss, it is not accounted for. Taxation
rates enacted or substantively enacted by the balance sheet date and are
expected to apply when the related deferred income tax asset is realised or
the deferred income tax liability is settled are used to determine deferred
taxation.

Deferred tax assets are recognised to the extent that it is probable
that future taxable profit will be available against which the temporary
differences can be utilised.

Deferred taxation is provided on temporary differences arising on investments
in subsidiary and jointly controlled companies, except where the timing of
the reversal of the temporary difference can be controlled and it is probable
that the temporary difference will not reverse in the foreseeable future.

Provisions

Provisions are recognised when the Group has a present legal or constructive
obligation as a result of past events; it is more likely than not that an outflow
of resources will be required to settle the obligation; and the amount has
bsen reliably estimated.

Where there are a number of similar obligations, the likelthood that an
outflow will be required in settlement is determined by cansidering the class
of obligations as a whole. A provision is recognised even if the likelihood
of an outflow with respect to anv one item included in the same class of
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(o) Turnover and revenue recognition

Turnover represents the aggregated amounts invoiced to customers and
changes in work in progress. Invoices are raised either on completion or
on stage completion depending on the terms of individual contracts. For
incomplete contract work, revenue recognised represents cost of work
incurred which is valued on the same basis as work in progress (note
i). Total revenue recognised for the completed contract is equal to the
aggregated amounts invoiced for the contract. Finance income is recognised
on an accrual basis. Dividend income is recognised when the right to receive
payment is established.

{g) Staff benefits
{i) Retirement benefits
The Company offers either Mandatory Provident Fund ("MPF") or one of
two defined benefit retirement schemes to staff. The latter schemes are
held under trust arrangements and actuarially valued as required on a
reqular basis using a prospective actuarial valuation method. They are
funded in accordance with the actuarial recommendation.

The Company’s contributions to the MPF are charged to the profit
and loss account as incurred. For the two defined benefit schemes,
retirement benefit costs, which are assessed using the projected unit
credit method, are charged to the profit and loss account. Under this

“methad, plan assets are measured at fair value; retirement benefit
obligations are measured as the present value of the estimated future
cash flows by reference to market yields on Exchange Fund Naotes, which
nave terms to maturity approximating the terms of the related liability.
Actuarial gains and losses to the extent of the amount in excess of
10% of the greater of the present value of the plan obligations and the
fair value of plan assets are recognised in the consolidated profit and
loss account over the expected average remaining service lives of the
participating employees.

The abave calculations are performed annually by an actuary or the
administration manager of the schemes.

Taikoo (Xiamen) Aircraft Engineering Company Limited ("TAECO") pays
contributions to the required statutory retirement scheme for its local
employees. The scheme is operated by the Mainland China government.
In addition, it operates a defined cost contribution scheme to employees
who work for more than five years. Both TAECO and the employees
are required to contribute 5% of the employee's relevant income.
Contributions 1o the schemes are expensed as incurred.

(ii) Staff leave entitlements
Costs related to staff annual feave are recognised as the leave accrues to
staff.

{r) Dividend distribution
Final dividends are recognised as a liability on approval by the Company's
shareholders. Interim dividends are recognised as a liability on approval by
the Company's Board.
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(s) Related parties
Related parties are individuals and companies, including subsidiary, fellow
subsidiary and jointly controlled companies, where the individual, company,
or group has the ability, directly or indirectly, to control the other party
or exercise significant influence over the party in making financial and
operating decisions.

3. Critical accounting estimates and judgements

The Group makes estimates and assumptions as appropriate in the preparation
of the accounts. These estimates are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable
under the circumstances and will, by definition, seldom equal the related actual
results. The estimates and assumptions that have a significant effect on the
carrying amounts of assets and liabilities include the productive life of property,
plant and equipment and the determination of tax.

4. Management of financial risk factors

The Group's activities are exposed to movements of foreign currencies, fair
value interest rate risk, credit risk and liquidity risk. These risks are reviewed
periodically to ensure their impact on the Group's financial performance is
minimised through the use of forwards, options or other appropriate derivative
financial instruments. It is the Group's policy to use the above derivative
instruments solely for the purpose of financial risk management.

(i) Foreign exchange risk
The Group is exposed to foreign exchange risk arising from various currency
exposures, primarily with respect to the Hong Kong dollar and Renminbi.
Foreign exchange risk arises from future commercial transactions, recognised
assets and liabilities and net investments in foreign operations are
denominated in a currency that is not the entity's functional currency.

Where appropriate the Group uses forward contracts to manage the foreign
exchange risk arising from future commercial transactions and net foreign
currency assets or liabilities.

(i) Fair value interest rate risk
The Group's results and operating cash flows are substantially independent
of changes in market interest rates.

(iii) Credit risk
The Group has policies in place to evaluate credit risk when accepting new
business and limit its credit exposure to any individual customer,

(iv) Liguidity risk
The Group aims 1o maintain flexibility in funding by keeping sufficient cash
or committed credit lines available.

(s) EBEAL
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5. Segment information
Reporting by geographical segment for the year ended 315t December:

5. FEH
BEt-AZt-BLERBREIEES

Operating principally Operating in Inter-segment
in Hong Kong Mainland China elimination Total
ITEREREE APEImiLEE DEZEE oy
2005 2004 2005 2004 2005 2004 2005 2004
fin HKS Million} (BHEER)
Turnover 2260 1973 928 168 (67) (7] 3121 1134 EXRE
Operating profi 7300 201 201 2 501 222 #EEA
Net finance income/(charges) 3 () 4 1 7 (3) SIBMA/(ZH) BHE
Share of after-tax results of
jointly controlled companies 248 173 19 83 267 256 BUERBLARHEEE
Profit before taxation 551 370 224 105 775 475 BEETRR
Profit for the year 504 342 206 109 710 51 REER
Profit attributable to the o
Company's shareholders 504 342 114 % 618 438 AEARREEEN
Capital expenditure 205 83 3 33 546 116 EXMEX
Depreciation 108 126 87 15 195 141 HE
Amortisation 2 2 5 I 7 3 HE#
Impairment of stocks — reversal (6) {4) - - {6) (4) HERE—8E
Auditor’s remuneration —
statutory audit fees 1 ] - - 1 | BEFRHS - LERYER
Analysis of net assets and equity of the Group by geographical segment at 31st TIAZ+-DEEEERIEESEEES
December: EREZENH
Operating principally Operating in Inter-segment
in Hong Kong Mainland China elimination Total
FEREBEE RPERLEE DEZEEE @t
2005 2004 2005 2004 2005 2004 2005 2004
{in HKS Million) (BEHET)
Jaintly controlled comparies 599 669 72 50 - - 671 719 #HBEAF
Other assets 2,962 2,475 1,439 1200 (39) (27} 4,362 3648 EiEE
Long-term loan - (96) - - - -~ - (9) Emexm
Other liabilities (7713) (551)  (201) (143) 39 27 (935) (667) EmEE
Net assets 2,788 2497 1,310 1107 - ~ 4098 3604 BEEFE
Equity attributable to the
Company’s shareholders 2,783 2492 729 617 -~ - 3512 3109 ADBREEEZ
Minarity interests 5 5 581 490 - - 586 495 L@ERER
Total equity 2,788 2497 1,310 1,107 ~ - 4,098 3604 EHEH

6. Staff remuneration and benefits

Total staff remuneration and benefits include pension scheme contributions,
salaries, allowances, benefits in kind and staff benefit administration costs for
2005 amounted to HK$1,425 million (2004: HKS1,151 million). Of the five
highest paid employees, four (2004 four) were Directors and details of their
remuneration are given in note 7; remuneration details for the other one {2004

one) employee are: Group £

6. RAFHRREH

ETREAREAETEMAN  FE 2 BYRNER
BERNTREANRERMR BN LERIRE=TA
EER(CERNERERYT -BET-BBR) - HEES
FHAT DE(CEERFANB)AES EMERWE
THE BT -B(CEERER-B)NFHFLLT

Allowances & Retirement
Basic salary Bonus  other benefits benefits
EXFHE A RUREAER EREEFR

(in HKS Thousand)

- am a-

Total
@it
(BETFT)
-~ am, R T = -_— T T T




7. Directors’ remuneration 1. EEXH &

Total number of Directors who served during the year was fourteen (2004: FRACEZHELARTOA(CZRERERTZA) - H
thirteen). Their remuneration was as foliows: BEmT
Group £@&
2005 2004
Allowances &
Directors’ other henefits  Retirement
fees? Basicsalary  Bonust BER benefits Total Tota!
EEwe EXFH ALt Emig® BHREEF &5t et
{in HKS Thousand) (BET7T)
Executive Directars: EREE:
David Tumbull - 398 324 286 83 1,091 1,413 EER
Chan Ping Kit - 2,760 2,533 2,383 143 7819 6237 A&
Charles Bramridge - 1,200 306 1,820 252 3,578 1,057 ZEE
Mark Hayman - 1,536 731 1,008 - 3275 3182 EEX
J Robert Gibsont - 488 - 353 - 841 - DA
Marven Bowles - 952 1,433 2,333 200 4918 3,890 ExmE
John Paterson - - - - - - 1438 HIXIE
- 7,334 5327 8,183 678 21,522 17,217
Non-Executive Directors: FEBES:
Derek Cridland - - - - - - - REH
Davy Ho Cho Ying - - ~ - - - - flas
Peter Johansen - - - - - - - BEM
Tony Tyler - - - - - - - BEH
Independent Non-Executive Directors: BUNEKES:
Bob Adams 80 - - - - 80 20 BERE
Dinty Dickson Leach 160 - - - - 160 160 EiEfE
Lincoln Leong Kwok Kuen 160 - - - - 160 122 PEIE
Dr. Alex Wu Shu Chihe 2 - - - - 2 118 SEEELe
402 - - - - 402 470
2005 total 402 7334 5327 8183 678 21,924 ZETRFAGH
2004 total 420 6,398 6,065 3,925 829 17,637 “ETHEBH
Notes: FiEE
a. Annual Directors' fees are determined by the Board and for 2005 comprised Director’s a SENETHEMEIRAT  —SLHEUFESRLE
fee of HK$80,000 (2004: HK$80,000), fee for serving on Audit Committee of MNEBR (CEEREARMAER) LEABHEEEHS
HK$50,000 (2004: HK$50,000) and fee far serving on Remuneration Committee of RETER (CEINEALBREEL) RUCEHESS
HK$30,000 (2004: HK$30,000) respectively. e RMTER (CEEMFREEER) -

b. Bonus paid to the Executive Directors in the year is based on previous year's results.

‘ ‘ ‘ . b. FRARMATERESZNRANBE LFENEEME -
¢. Marven Bowles retired in August 2005 and received the emoluments in respect of his . N X X o _
services as Executive Director in 2005 and 2004. | Robert Gibson was appointed to the ¢ RXBR=FBRFNAERE  LUBAR-FTAFR=

Board effective from September 2005, ZEMERARRESHENEY - L ERZEMAES
d. Dr. Alex Wu Shu Chih died on 10th January 2005. He was an Independent Non- B A-RFRFAAREN -
Executive Director and received Directors’ fees in 2005 and 2004, d REBE+R-BEEE-PHERYE  RBTE 2R

ERBUFEHES YUTESHS -
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8. Net finance income/(charges)

8. MBBA/(XH)RE

Group B
2005 2004
{in HK$ Million) (B EER)
Finance incame 14 5 BHRA
Interest expenses: FEXH
Long-term loan (note 23) < (6) (8) RBER (H523)
Short-term bank foans (note 24) (1) - RHERITER (524
7 (3)
9. Taxation 9. 85
Group &=
2005 2004
(in HKS Million) (BHEBT)
Current taxation: TEAROE
Hong Kong profits tax 18 - EEMEH
QOverseas tax 14 1 B
33 1
Deferred taxation (note 17); BERE H17)
Decreasef(increase) in deferred tax assets 4 (6) BHREFIEEE R /(B
Increase in deferred tax liabilities 28 29 BEHREEFEN
65 24

Provision for Hong Kong profits tax has been made by the Company of HK$19
million {2004: nil). Hong Kong profits tax is calculated at 17.5% (2004: 17.5%)
on the estimated assessable profits for the year. Overseas tax is calculated at tax
rates pravailing in the respective jurisdictions.

Share of after-tax results of jointly controlled companies is stated after taxation
charge of HK$48 million for the year (2004: HK$45 million).

Reconciliation between the tax charge and tax at the applicable tax rate:

RECAERNGRELEEER-TAREL (Z320
EAF) EBABHENURFENGTBERRENEHE
BAZTLBARE(ZRTEERTIZTLET) - 8
RAURBRAZEBERRBORENE -

EERELAARMEEEENBRAEAREIHERDT
NBERFE (CEENSRABYETERER)

HEXHEBERRENREHE

Group &8
2005 2004

{in HK$ Million) (BEEHER)
Profit before taxation 775 475 BREATER
Nominal amount at Hong Kong profits tax rate of REBNEREESZTHEA

17.5% (2004: 17.5%) 136 83 (CEBNFBENZTLER)HENEE
Share of after-tax results of jointly controlled

companies (46) {45) EEREAGREEEE
Effect of different tax rates in overseas jurisdictions (23) (7 BHEZEBETREENTE
Non-taxable items {2) 7 EEENNER
Total tax charge per accounts 65 24 RERBMBB BT




10. Profit attributable to the Company’s shareholders
Of the profit attributable to the Company's shareholders, HK§574 million (2004:
HK$271 million) is dealt with in the accounts of the Company.

10. 2R RREBHERHY
DARREGCETT CHER2ARERARKIRL
TREEL (CEELERBR_BLT-BER)

11. Dividends 11 B2
Company 2 &)
2005 2004
(in HK$ Million) (BEBET)
Interim, paid on 26th September 2005, of HK$0.50 RIERRFRA T BERENTHRE
per share (2004; HKS0.32 per share) 83 53 BRAERSIT (CZENEASKRERI2R)
Final, proposed, of HK$1.10 per share BEAGRESREE1.107T
{2004: HK$0.77 per share) 183 128 (CEEOEASRBYTIT)
266 181

At a Board meeting held on 7th March 2006, Directors recommended a final
dividend of HK$1.10 per share. The proposed dividend is not reflected as
dividend payable in these accounts, but will be accounted for as an appropriation
of the revenue reserve for the year ending 315t December 2006.

12. Earnings per share (basic and diluted)

Earnings per share are calculated by reference to the profit attributable to the
Company's shareholders of HK$618 million (2004: HKS438 million) and to the
weighted average of 166,324,850 (2004: 166,324,850 ordinary shares in issue.

EERR-ERAEZRCBETNESRASL BB
TEREREAGHEL 1L 10T - BERETELZEE
PREABETRE  BRIBEHEZZERETZAZT
—BLEFENRERERE o

1. SBEBIN(ELRER)
SREANREADRERERIEEAE-TARER
(CEIRERBEMES TAEER) RERGHNET
ARMAYE 166,324 85088 (ZFEHE 4166,324 8501)
BERHE -
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13. Property, plant and equipment, leasehold land and 13.9% BERRHE HEIBERTH
land use rights and intangible assets FRUARELAR
Group 8
Property, plant and equipment #1% - BER®
Vehides, Plant and
Buildings Plant,  eguipment buildings Leasehold  Intangible
and machinery and under land and assets —
bullding  and tools  furniture  Rotable  construction land use  computer
facilities BE - . spares  mimohy rights software
BER o E Bl sl BE Total  ®EE+#E EWEE -
BFRRRE RI& RAERH B4 REF @zt TR BB
{in HKS Million) (BYHET)
Cost 3] .
At 31st December 2003 1,665 354 179 73 9 228 21 3 ZEREZF+ZR=+-AKE
Acquisition of a subsidiary
company 656 278 33 - 54 1,021 206 - BAWBAE
Additions and transfers 5 36 7 44 17 109 - 7 EERER
Disposals - {25) {27) 3) - (55) - - HE
At 31st December 2004 2,326 643 192 114 80 3,355 227 10 ZEENF+ZA=+-A#E
Exchange differences {2) - - - - {2) - - ERES
Additions and transfers 287 101 12 93 53 546 - - REREE
Disposals - (15) (17) - - (32) - - HE
At 31st December 2005 2,611 729 187 207 133 3,867 227 10 ZETEF+ZAZ+-RBEER
Depreciation and
amortisation HERKH
At 31st December 2003 357 267 159 5 - 788 2 1 ZEEZE+ZREZT-BEE
Acquisition of a subsidiary
company 209 147 22 - - 378 26 - BAWERF
Charge for the year 92 31 12 6 - 14 2 1 FEEHRE
Disposals - 20 {26) - - (47 - - HE
At 31st December 2004 658 424 167 11 - 1,260 30 ? TEERESTZAZT-HEE
Charge for the year 106 62 1 16 - 195 5 1 REERE
Disposals - (14) (16) - - (30) - - HE
At 315t December 2005 764 472 162 27 - 145 3% 4 CEEARTCAZT-AKE
Net book value EERE
At 31st December 2005 1,847 257 25 180 133 2,442 192 6_, “EZRFTZAZT-HEE

At 31st December 2004 1,668 219 25 103 80 2,095 197 § IZEREENE+ZAZ+-BHE




13. Property, plant and equipment, leasehold land and

13.9% HEEREH HAIMEIH

land use rights and intangible assets (cont’d) FREREBEVAE(HEH)
Company @)
Property, plant and equipment #% - BERRHE
Vehicles, Plant and
Buildings ~ Plant,  eguipment buildings Intangible
and machinery and under assets —
building  and tools  fumiture  Rotable construction computer
facilities BE - RE spares  mEHZ Leasehold  software
BER s W Bt BR Total fand BIEE -
BFERRE ETIA BB Bt REF et HELE B4
{in HKS Million) (BEEET)
Cost RR|
At 315t December 2003 1,665 354 179 73 9 228 21 3 ZEE=E4-fA=+-H4E
Additions and transfers 5 25 6 44 {4) 76 - 7 HERER
Disposals - (21) {25) (3) - {49) - - K&
At 31st December 2004 1,670 358 160 114 2,307 21 10 ZZEME+-R=+-H#E
Additions and transfers 1 27 b 93 78 205 - - BEREH
Disposals - (8) (14) - - (22) - - dE
At 31st December 2005 .67 377 152 207 83 2,490 S 10 CEERETSAZT-REE
Depreciation and
amortisation HERMA
At 31st December 2003 357 267 159 5 - 788 2 | ZEZ=F+-R=+-B#E
Charge for the year &4 24 12 6 - 126 | REERE
Disposals - (18) (24) - - (42} - - W&
At 315t December 2004 441 273 147 11 - 872 3 ! ZEIEFTZA=T-RHEE
Charge for the year 60 25 7 16 - 108 - ! FEEHRE
Disposals - {8) {14 - - 22) - - HE
At31stDecember2005 501 290 140 27 - 958 3 4 ZZTRE+-R=1-HEE
Net book value EERE
At 31st December 2005 ,‘JJJQW,_M 12 180 83 1,532 ~._~18-», L 6 —EZEaf TZHAZ+-A4E
At 31st December 2004 1,229 85 13 103 5 1435 18 8 ZZEME+FZA=+-BHEE

Plant and buildings under construction are mainly related to construction of the
cargo apron cffice and the second hangar at the Hong Kong International Airport
by the Company which are expected to apen in the second half and at the end
of 2006 respectively, and the fifth hangar at Xiamen, Mainland China by TAECO
which is scheduled to open in the third guarter of 2007.

0f the leasehold land and land use rights with net book value of HK$192 million
(2004: HK$197 million), HK$ 18 million leasehold land is held in Hong Kong by
the Company (2004: HKS18 million) while HK$174 million land use rights is held
in Mainland China through TAECO (2004: HK$ 179 million). Bath leasehold land
and tand use rights are held on medium-term leases.

ERPNRERETIERRELAREBERHSEREN
HEFRTPRLAEREZARE  HHIIRZEERE
THERFEMA MEMAAGREIRASLRTER
wEMNELERE  MEER - BRLEEZZRA

REFERBY—EATEER (CS2OFRBE-R
ATLEER) MBS LRI HERET  dATRER
BENEEL B - TNAEEL(ZFERELEE -
TNEER) MARK-BLTERERMEEREMAL
RETEARNTEARSENLLERE (C220FA
BE-ELTLEER) - BETHR T HEREIUTH
HOEE -
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14. Subsidiary companies 14. HELR
Company 2 8
2005 2004
{in HK$ Miflion) (B TET)
Unlisted shares at cost 268 268 FEMRERE
The subsidiary companias are shown on page 63. MWEASFIRERT=E .
15. Jointly controlled companies 15. #1247
Group R E Company 28]
2005 2004 2005 2004

(in HKS Million) (BBEET)
Unlisted shares at cost 60 60 35 35 ELERRE
Attributable post-acquisition

profits 591 642 BiLENERER
Share of net assets 651 702 EihEERE
Loans due from jointly

controlled companies 20 17 19 17 ABLARREBEER

_ 671 719 54 52

Dividends received and receivable from jointly

controlled companies 318 0 CHREWABRLIRE
The principal jointly controlled companies are shown on page 63. HEQFFIRERTZR
Loans due from jointly controlled companies are unsecured and carry interest AERRAABEARLEES  AERNZAZTERARS
rates from nil to LIBOR plus 0.60% per annum (2004: from nil to LIBOR plus BEREMAHELY (CEENENEREEEERESE
0.50% per annum). The loans either have no fixed terms of repayment or are TEEREMATEER)FE - HERTEFEENBR

repayable at various dates up to 2010.

RTEEEEEE-Z-BF -



15. Jointly controlled companies (cont'd) 15. HELF (W)
Share of the financial results and positions of the jointly controlled companies for ~ HAEARBE+TZA=+-BULFERFENRENER

the year ended and at 31st December are as follows: ERMBRRAT
HAESL TAECO
EEROREE BEPIAE Others Total
SBHEBDD R TEAT Hit @it
2005 2004 2005 2004 2005 2004 2005 2004
(in HK$ Million) (B EET)
Turnover 2,124 1,800 N/A* 292 201 139 2,325 2231 HEHRH
Operating expenses (1,865) {1613) (216)  (159) (111) (2,024) (1,940) #%HW%
Operating profit 259 187 76 42 28 301 291 EEEN
Net finance income 5 1 ! - - 5 ) HMBBAES
Share of after-tax results of jointly
controlled companies 9 2 6 - - 9 8 EhEAZAERBERE
Profit before taxation 273 190 83 42 28 315 301 BRBALEW
Taxation (44) (33) {7) (4) (5) (48) (45 ®®\
Profit for the year 229 157 76 38 2 267 256 AREEA
Dividends paid 299 53 - 19 17 318 70 E2RRE
Funds employed: E2ER:
Non-current assets 361 376 95 93 456 469 FREEE
Current assets 504 518 10 38 614 599 RBEE
865 894 205 174 1,070 1,068
Current liabilities (269) (225) (101) (87 (370} (312 REAE
Non-current liabilities (29) (32 - (5) (29) (37) *EBEE
567 637 4 3 671 719
Financed by: BERRE
Shareholders” equity and loans 567 637 104 82 671 719 BRESRER

s

*On 15th October 2004, the Group's shareholding in TAECO increased from *RZEME+A+REE  EEEBAFRIZERAT
49.6% to 54.6% as a result of acquiring SIA Engineering Company Pte. Limited's BTHEEMAGREIBARNEI ZERGE - #F
remaining 5% shareholding in TAECO. TAECO has been accounted forasa  #ENRGBEBEIZATASGAEZES 2B THEN -
subsidiary company thereafter. A summary of its financial results and positions REBPAATREIRAREANBLIAR - HEE
for the year ended and at 31st December 2005 and 2004 are set out on page BRRRERCBENFT AT -BLEFERBEENH
64. BEARMBRRABHENEASTTE
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16. Retirement benefits

(a) Overall

Staff employed by the Company before 1st December 2000 were offered a
choice between Hong Kong's Mandatory Provident Fund (“MPF") and the
defined benefits retirement schemes as described below. Since 1st December
2000, all new staff employed unless specially approved by the Company have
been enrolled in the MPF scheme in which bath the Company and staff are
required to contrioute 5% of the staff’s relevant income (capped at HK$1,000
per month). '

The Hong Keng Aircraft Engineering Company Local Staff Retirement Benefits
Scheme {"Local Scheme”) provides resignation and retirement benefits to its
members upon their cessation of service with the Company. The Company meets
the full cost of all benefits due by the Scheme to members, who are not required
to contribute to the Scheme.

Similarly, the Hong Kong Aircraft Engineering Company Staff Retirement Benefits
Scheme (“Expatriate Scheme”) is for staff employed on expatriate terms.
However, both members and the Campany contribute to the Scheme.

TAECO's local staff are covered by a statutory scheme and a defined cost
contribution scheme in Maintand China.

The retirement benefits costs were recognised in the profit and loss account as
described in note 2(g) and were as follows:

16. B &R #

(a) B3R

R-ZTEEY-_A-HAELARANGER  TEEZ
MEBHEHUAES ([BRS]) HAITHNRER
HhEFE - B-EETFE TR -8R MEFARE
ERFEAIENE TACHABBSHE - REZ
i DARBENANEEEHRANED ZEHERM (£
RASABE-TII) -

EARMIREROANFHEEERNERNTE ([TiLE
8itEl) ) ARG IR EBREREERRENEN - 2
AREHREREEHEFMZEN—IRANZIER - &
ERREZITEIRN -

At EERMIBEROAREEMENE (I8N
ESHE ) NARENMERENBEENERAR - A8

ERARATHAFHHEAL

ERASREIRANNENESSFAMLEEH AR
RERBHIHEE -

wHizE2(q) il BENEFBERERRTERNT ¢

Group &E
2005 2004
(in HKS Million) (BEETER)
Local Scheme 52 54 FHESRNENTE
Expatriate Scheme 1 2 BIMEBRKEBFGE
MPF statutory and other defined contribution
schemes N 4 BES AEREMAEHNEE

64 60




16. Retirement benefits {cont'd)
{b) Defined benefits retirement schemes

The amount recognised in the profit and loss account was made up as follows:

16. B amF ()
(b) REBRMEFTE
MEBRHEZNHEDT

Group &8
Local Scheme Expatriate Scheme Total
FifEE LTS BIMERETE @it
2005 2004 2005 2004 2005 2004
(in HK$ Million) (B EET)
Current service cost 83 82 5 6 88 88  ZHERBEA
interest cost 88 77 5 5 93 82 HBER
Expected return on plan assets (119)  (105) 9) (9) (128) (114) FEEEREER
Total _ 52 A 2 5 56 #BE
Actual gain on plan assets 189 240 15 22 204 262 HEEEHERKZ
The amount recognised in the balance sheet was determined as follows: REERBRIBINZENT
Group and Company EER A F
Local Scheme Expatriate Scheme Total
TEESEE BIMEEETB) BEr
2005 2004 2005 2004 2005 2004
(in HKS Million) (BEEET)
At 31st December: tZA=Z+-R&EE:
Fair value of plan assets 2,137 1,979 178 160 2,315 2,139 HEIEENATE
Present value of obligations (1,930) (1,820) (122)  (109) (2,052) (1,929 EIEWRE
Net assets 207 159 56 51 263 210 EEE®
Unrecognised actuarial
(gains)/losses (66) 3 (20) (14) (86) (1) AEIBEWR) BB
Assets recognised in the
balance sheet 141 162 36 37 177 199 REERERTEIANEE
Movement in the assets recognised in the balance sheet: REERBERTEINERS
Group and Company EER A 5]
Local Scheme Expatriate Scheme Total
THEEREE BIMESEE Fohy
2005 2004 2005 2004 2005 2004
{in HK$ Million) (BHEET)
Assets at 1st January 162 158 37 38 199 196 —~F-BHEEE
Increase/{decrease) due to: EIES)RE
Total expense — as shown above {52) (54) {1 {2) (53) (56) #R% - WLy
Contributions paid 3 58 - 1 31 59 DAHER
Assets at 31st December 4 62 36 37 17 199 +ZBE=t+-EBHEEE
Principal actuarial assumptions for the year: FEEIERERR
2005 2004
Discount rate 4.25% 425%  BHA=
Assumed rate of return on plan assets 6.00% 6.00% BRFHUEEDRE
Assumed rate of future salary increases 4.00% 400% RBEAREHEE
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17. Deferred taxation 17. BEZHRH
The movements on deferred taxation are as follows: EEHENZBNT
Group &8
Provisions %4&
(in HKS Million) (BEEHET)
Deferred tax assets FEEHELE

At 31st December 2003 -

—ER-E+-AZ+-BEE

Acquisition of a subsidiary company 5  BAMERF
Credited to profit and loss account 6 REEERT LR
At 31st December 2004 11 “RENFV BT -AKE
Charged to profit and loss account (4) REREREFIH
At 31st December 2005 7 SEZRFTZAIT-AKE
Group and Company
EER AT
Accelerated  Retirement
tax benefit Tax

depreciation assets losses Others Total

MERERE  EBrheEE BEER Hi @t
(in HK3 Million) (BHEEBT)
Deferred tax liabilities GEHEBRE
At 31st December 2003 155 34 (40) (9) 140 =ZEBEZ=E+TR=1-BEE
(Credited)/charged to

profit and loss account (2) 1 29 1 79 RESEREE/ZHE
At 31st December 2004 153 35 (1) (8) 169 ~ZEEE+=B=+-A#E
Charged/{credited) to
profit and loss account 10 4 1" 1 28 REBRBEDPIH/IRE)

“At 31st December 2005 163 31 - 3 197 —EZIF+ZA=+-8£H

Deferred tax is calculzted in full on temporary differences under the liability
method. The tax rate used in respect of Hong Kong deferred tax is 17.5% (2004
17.5%). Overseas deferred tax is calculated using tax rates prevailing in the
respective jurisdictions.

18. Stocks and work in progress

FERENFAEALRES SRR NN E - SEAME
EHMERANREREA 2 TLEE(CSEREREN 2
+HEE)  SHETREARE TEEREFRAZHE
B R

1. FRRARIE

Stacks and work in progress are stated at the lower of cost, calculated on a FERARIBEUNMETGEEN EWRAETERE
weighted average basis, and net realisable value. EMETHREEAR -
Group £E Company 2 &)
2005 2004 2005 2004
(in HK$ Miltion) (B HBX)
Carrying amounts at
net realisable value: 2R BFEEENREE:
Stocks 40 63 30 26 #E
Wark in progress 5 1 5 1 KR IR

—_ v [ e mmviiad Ak ,at

T4 E BN BE AR A BE o




19. Debtors and creditors

The credit terms given to customers vary and are generally based on their
individual financial strengths. Credit evaluations of trade debtors are performed
periadically to minimise any credit risk associated with receivables,

19. BERERESR

BTEFNEERGTENRR  —RIBEEERNHE
BEOME - RERESRATHETELTEAERM
REWRERHENEERR -

Group &E Company 4 &
2005 2004 2005 2004
fin HK$ Million) (BMBET)
Trade debtors 302 280 213 182 EYWEBSRAE
Amount due from a subsidiary
company - - 27 18 RBUEMBXARHE
Amounts due from jointly
controlled companies 13 14 10 11 PR HZ A AFRE
Other receivables 162 118 159 115 EftrEyssg
- an 412 409 326
Trade creditors 58 44 25 33 BAEBRE
Amount due to a subsidiary
company - - 12 9 FETHIE A RIFUR
Amounts due to jointly
controlled companies 3 1 3 ] BB ARRE
Other payables 520 438 398 331 Hit AR
581 483 M8 374

The fair values of trade debtors and other receivables are not materially different
from their book values. The amounts due from/to subsidiary and jointly controlied
companies are unsecured, interest free and on normal trade credit terms.

The aged analysis of trade debtors and creditors under six months was as
follows;

BYEZRARAMERERAREIRELREERS R -
MERAZABAREERREXMBERAZAANEIR
BER ZERRIFEZEEHEE

BERERAEANEUESRERRNERRENDF
wE

Group & E Company A &
2005 2004 2005 2004
Debtors 96% 98% 95% 99% FUERTR
Creditors ~‘W}_)'g"/‘oj 98% 97% 95% FEfTERIE
20. Share capital 20. & &
Company 48]
2005 2004
Number of Number of
shares in HKSMiltion shares in HK$Mitlion
BROEE EEEERL RIDEE BYEEER
Aythorised: EERT
Ordinary shares of HK$1.00 each SREEEE1.0TZER
At 315t December 210,000,000 210 210,000,000 210 +=A=t-a&E
Issued and fully pald: BORBERE:
Ordinary shares of HK$1.00 each BREERY1.00TEER
At 315t December 166,324,850 166 166,324,850 166 TZR=Z+-HZEE

During the year under review, no purchase, sale or redemption of the shares of
the Camnany hac heen effected by the Camnany or (tc <iheidiary camnaniac nn

AERNTER LRAREMBLEUEEEEREARS

REB¥ M . At —pasm A = an




NOTES TO THE ACCOUNTS | R H I it

21. Reserves

21. R
Capital redemption
Revenue reserve reserve Exchange reserve Total
W G fE EREERE LR @t
2005 2004 2005 2004 2005 2004 2005 2004
(in HKS Miflion) (BEEBT)
Group 7
At st January 2,924 2,798 19 19 - - 2,943 2817 —A—-HEE
Profit attributable to the Company's
shareholders 618 438 - ~ - - 618 438 AFRREMLEF
Previaus year's final dividend paid (128)  (93) - -~ - - (128) (93) ERLEEXRERE
Previous year's special dividend paid - (166) - ~ - - - (i66) ENLEEHAIRE
Current year's interim dividend paid (83) (53) - ~ - - (83) (53} EfNEREE+HEHRE
Exchange differences - - - ~ (4) - (4) - ERES
At 31st December 3331 2924 19 9 @ - 3,346 2943 TIR=t-REE
The Company 2,279 1,917 19 19 - - 2,298 1936 27
Subsidiary companies 461 365 - - (4) - 457 365 MELF
Jointly controlled companies 591 642 - ~ - - 591 642 HBELF
3331 2924 19 19 (4) - 3,346 2,943
Company AL
At st January 1,953 1,994 19 19 - - 1,'972 2013 —B—B#EH
Profit attributable to the Company’s
shareholders 5714 N - - - - 574 271 LREREEGER
Previous year's final dividend paid (128) (93) - - - - (128) (93) ENLEERBRE
Previous year's special dividend paid - (166) - - - - - (l66) ERNLEESRRE
Current year's interim dividend paid {83) (53) - - - - (83) (53) EHNREEFRHEKER
At 31t December 2316 1953 19 19 - - 2335 1,912 +ZA=t+-A#E

Distributable reserves of the Company at 31st December 2005, calculated under
section 798 of the Hong Keng Companies Ordinance, amounted to HK$2,316
million (2004: HK$1,953 million).

The revenue reserve includes HK$183 million (2004: HK$128 million)
representing the recommended final dividend for the year (note 11).

22, Minority interests

REEBARNENSTBENE  AARCEBRETS
A= +-BRETSBNREREE-T=E-TAEE
R(CEERERBECNERTZERR) -

BEHBEECFEESRHRBRE (1) BB -EA
FTZRER (CEEMFRER-B-T/\BER) -

2.98BRRER

Group &3

2005 2004
(in HK$ Million) (BHEHET)
At 1st January 495 5 -A-B#E
Acquisition of a subsidiary company - 502 BANELR
Minority interests' share of profits 92 13 SEBRREZNEERT
Dividends paid to minority interests - (25) NFOERREZNRS
Exchange differences (1) - EHEHE
At 31st December 586 495 +tZB=t—HEE




23. Long-term loan 23. REfAR

Group and Company

EERAF
2005 2004

(in HK$ Million) (B BET)
At 1st January 100 104 —A—-BEE
Repayment during the year (100) (4) REEREE
At 31st December - 100 TZA=+-R&E

The loan was provided by a subsidiary of Cathay Pacific Airways Limited, was
unsecured, interest bearing at 8.35% per annum and was repayable by equal
semi-annual instalments to June 2018. During the year, the Company fully
repaid the balance of the loan.

24, Short-term bank loans

Short-term bank loans denominated in US dollar amounted to HK$15 million
and HK dollar amounted to HK$3 million. They are unsecured, bear interest
at effective interest rates ranged from 4.51% to 4.71% per annum and are
repayable within three months from the balance sheet date. The carrying
amounts approximate their fair values.

25. Receipt in advance

Receipt in advance of HK$133 million (2004 nil) is a prepayment from Cathay
Pacific Airways Limited for storage services charges up to June 2018, At 31st
December 2005, the current portion included in other payables under current
liahilities is HK$ 11 million while the non-current portion is HK$122 million,

ZEENHRESNEZERAAN-FHBLRIRME L8
B FAERBIZNEZI E-B-NEREUR
ERFERHERE - DARFABHEEEROSE -

24, HHETHER
HETAENNERRTERBELBE-THEEER -
UEAAENNBENABE-EET -MELAE
B RERESRASZONYE-FES2EEL-
e BREERESEAMNEE  EERESEATE
BE .

25. RERE

TR HIRB L~ ("‘:%EE%TE(‘ mELE) DEZR
BEERLRAMXGEREEZE ﬁ B’JHT'HM%
BYWRENEE - CBERE+E= + sE BEE
RERBEETECEARENRD ?.%,%‘ﬁ%‘ T-BE

T ﬁ;‘:—mu ‘E'J%%ﬁ%—{'@_?—ﬁéfc °
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26. Notes to the consolidated cash flow statement
(a) Reconciliation of operating profit to net cash generated from operations

6. RERERBERME
(a) EXERMEXELNREFHYR

Group 8
2005 2004
{in HKS Million) (BB EHET)
Operating profit 501 222 e
Depreciation and amortisation 202 144 RS 5
Loss on disposal of property, ptant and equipment 2 5 HENE BERFBESS
Operating profit before working capital changes 705 37 EEESHBANEEET
Decrease/{increase) in retirement benefit assets 22 (3) BASEREERD/(E M)
(Increase)/decrease in stocks and work in progress (16) 12 BERRZELIR (BN iEP
Increase in debtors and prepayments (13) (97) FEWR AT ERIEZ M
Increase in creditors and accruals 107 34 T R B BRI 18
Increase in receipt in advance 122 - AWFREEN
Net cash generated from operations . 867 317 EEBENREFE
(b) Analysis of changes in financing (b) RESBNIN
Group £E
Long-term loan Minority interests
REGER DERRER
2005 2004 2005 2004
{in HK$ Million) (B¥EET)
At 1st January 100 104 495 5 -A-H#E
Acquisition of a
subsidiary company - - - 502 BAWBAT
Minority interests’ share
of profits - - 92 13 S BB RS N LR
Dividends paid to
minority interests - - - (25) RFLBRERBORE
Repayment of term loan (100) (4) - - RERBER
Exchange differences - - (1 -~ EREH
At 31st December - 100 586 495 +ZA=Z+-B&E
(¢) Analysis of deposits and bank balances at 31st December ) TZR=1+-BREENERRBITEFIN
Group &E
2005 2004
(in HKS Miltion} (BHEET)
Cash and cash equivalents EERBLEEY
- Short-term deposits and bank balances 809 527 - ERERRBTER
Depasits maturing after three months 86 49 B=EABHER
895 576

The effective interest rates on these deposits of the Group ranged from 0.08%
to 4.23% per annum {2004: from 0.08% to 4.65% per annum) and of the
Company ranged from 1.31% to 4.23% per annum (2004 from 0.15% o 4.65%
per annum), these depasits have an average maturity of 69 days (2004: 59 days)
for the Group and 42 days (2004: 15 days) for the Company.

SEAUEBANERAZEEEE I 2EUINEEIZ
Ny = (CEENEAHBERAIZEYENEEI 2D
BAITE AENERAERRSEEI2-H=-2
AN - S(CEENEARSEE A 2% ~EEH
PRRERE)FE  EEREFRNTUHRARTAA
(ZEENEERE+AE) AFABN+Z5(ZEENE
BTHA).




27. Capital commitments for property, plant and equipment
Group && Company 28
2005 2004 2005 2004

7. 0% BERESGHERFRRE

{in HK$ Million)
Contracted but not provided for

in the accounts 452 117 366 1
Authorised by Directors but not
contracted for 565 482 133 336

The Group's share of capital

commitments of jointly controlled

companies not included above:
Contracted but not provided

for in the accounts 1 8
Authorised by Directors but
not contracted for 14 2

Capital commitments are mainly related to construction of the cargo apron office
and the second hangar at the Hong Kong International Airport by the Company,
and the fifth hangar at Xiamen, Mainland China by TAECO.

28. Lease commitments
At 31st December 2005, future aggregate minimum lease payments under non-
cancellable operating leases were as follows:

Group and Company

(BEEET)

ETNERAERENFESR

BEERAEBRTH

ERAEEREERELE

REZEREREMNT

EINERETREREER

BEERHEBRITH

EXMARIZABALANEEEREZARNEESH

RHLBRE-ERE  URBREMASRETIELIR
FEREEPIEENERERE -

28. HE R
“ERRFTIRET-REE  RIAUHBEEREER
MARSEEELZRABNT ¢

FERAF
2005 2004

(in HKS Million) (B EET)
Land and buildings. THRET:
Leases expiring: BHARER

— Not later than one year 48 44 — TER-%

— Later than one year but not later than five years 219 167 — ZR-FETEREE

— Later than five years 1,122 351 — SREE

1389 562
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29. Related party and continuing connected transactions 9. FHEALTRBEMEERR

The Group has a number of transactions with its related parties and connected ~ REEETEBEATXZRBEXZ - RERIEER
persons. Details of its compensation of key management are set out in notes 6 ABBENHHEERE  RNE6RTHL - FER BT
and 7. All trading transactions are conducted in the normal caurse of business ~ EERXBEERFTET  EERREGFERERME=R
at prices and on terms similar to those charged to/by and contracted with other EFIMERMEZ/MRH DT ANERREHEE - £EH
third party customers/suppliers of the Group. The aggregated transactions and ~ BEARKEELFREMSTRENRZAEREAHBE
balances which are material to the Group and which have not been disclosed U

elsewhere in the annual report are summarised below:

Jointly controfled

companies Dther parties Total
HELT HipAx @t
?1?‘2; 2005 2004 2005 2004 2005 2004
(in HK$ Million) (BEBET)
Revenue from provision of services: REBEFENEA
Line maintenance and total care OEBERMEERATNER
package charges for AHK Air Hong NI BRBERZEEES
Kong Limited g 28 5 28 5 ERBE
Other revenue b 103 143 1,146 898 1,249 1,047 Hirg A
103 143 1,174 903 1,277 1,046
Purchases: T BEAAE
Costs payable to John Swire &
Sons (H.K.) Limited on services HREGEATEALEE
agreement BRLIZANER
- Service fees paid during the year a 12 6 12 6 — FRFIREE
- Expenses reimbursed at cost 3 16 14 16 14 — REAKZESR
Subtotal subject to reporting ENERBRIREETH
ap 3 28 20 28 20 et
- Change in accrual for service fees 9 1 9 1 — REERREZE
- Share of administrative services 2 1 2 ] — DETRRE
Total 39 22 39 2 i
Property insurance placed through
SPACIOM, a captive insurance B-FHATHEOERAA2
company wholly owned by Swire EEANEBERREAE
Pacific Limited 4 4 4 4 SPACIOMIRRHIMERRE
Spares purchases from Cathay
Pacific Airways Limited 17 17 17 17 DEEMZERLABERHY
Other purchases C 6 3 3 - 9 3 EfEEER
3 63 43 69 46
Balance at 31st December: T T - +ZRA=+-A#&e:
Debtors and prepayments d 13 14 137 153 150 167 FEW R FAT R

Creditors and accruals d 3 1 29 16 3 17 BT RETERE




29, Related party and continuing connected transactions (cont'd)

Notes:

a. These transactions fall under the definition of "continuing connected transactions” in Chapter 14A of the Listing
Rules as detailed in note e. The other transactions are not connected transactions or continuing connected
transactions which give rise to any disclosure or other obligations under Chapter 144 of the Listing Rules.

=2

Revenue from jointly contralied companies mainly came from services to TAECQ before 15th October 2004 and
HAESL. Services to HAESL included engine component repairs and provision of certain administrative services
charged at cost.

Revenue from other parties comprised mainly maintenance, inventory management and logistics support charges
far Cathay Pacific Airways Limited ("CX").

. Purchases from jointly controlled companies comprised mainly aircraft component overhaul charges by HAESL.

a N

These outstandings are included in "debtors and prepayments” and "wreditors and accruals” respectively in the
consolidated and company balance sheets.

™

. Continuing connected transactions during 2005:
The Group had the following continuing connected transactions, details of which are set out below:
{3} AHK Air Hong Kong Limited ("AHK")
(i) Total Care Package Contract (" TCP Contract”)
Pursuant ta the TCP Contract dated 9th September 2004 with AHK, the Company provides & total care
package for AHK's fleet comprising initially six Airbus A300-600 freighters. The service includes acquiring
an inventory of spares for leasing to AHK and providing management, logistic support and maintenance
to this inventory. The term of the contractis for eight years from 10th September 2004. AHK may extend
this for a first term of twelve months and thereafter for a secand term of eighteen months.
{ii} Line Maintenance Contract {"LM Contract”)
Pursuant to the LM Contract with AHK dated 9th September 2004, the Company provides line
maintanance services for AHK' fleet at Hong Kong International Alrport. The services include routine
maintenance check, non-routine maintenance, actions to address inbound technical issues, ad-hot
maintenance support, ramp services, material supplies, tooling supplies, aircraft release and certification,
and aircraft on ground support. The term of the LM Contract is for five years from 12th September 2004,
AHK is 3 connected person of the Company because it is a subsidiary of CX which Is a substantial shareholder
of the Company. The transactions under the TCP Contract and the LM Contract are continuing connected
transactions in respect of which announcements dated 13th September 2004 and 16th February 2006 were
published.
For the year ended 31st December 2005, the fees payable to the Company by AHK under the TCP Contract
and the LM Contract totalled HK$21 million and HK$7 million respectively and exceeded the respective
annual caps of HKS$17,000,000 and HKS5,586,000. Having accumulated experience in its first full year
of servicing AHK's fleet of new Airbus A300-600 freighters, the Company had a better projection of fees
to he received from AHK and the exceeding of annual caps should not recur. The Company had published an
announcement dated 16th February 2006 for revising the annual caps on the estimated amount of fees
payable by AHK to the Company for 2006-2008 to (i) HK$30,151,000, HK$33,367,000 and HK$40,000,000
respectively under the TCP Contract; and (ii) HK$12,147,000, HK$13,400,000 and HK$13,400,000
respectively under the LM Contract.

(b} John Swire & Sons (H.K.) Limited ("JSSHK ")
Pursuant to an agreement dated 1st December 2004 ("ISSHK Services Agreement”) with JSSHK, JSSHK
provides services to the Company and its subsidiaries. The services comprise advice and expertise of the
directors and senior officers of fohn Swire & Sons Limited (“Swire") group including {but not limited to)
assistance in negotiating with requlatory and other governmental or official bodies, full or part time services of
members of the staff of the Swire group, other administrative and similar services and such other services as
may be agreed from time to time,
In return for these services, JSSHK receives annual service fees calculated as 2.5% of the Company’s
consolidated profit before 1axation and minority interests after certain adjustments. The fees for each year
are payable in cash in arrears in two instalments, an interim payment by the end of October and a final
payment by the end of April of the following year, adjusted to take account of the interim payment. The
Company also reimburses the Swire group for all the expenses incurred in the provision of the services
at cost.
The term of the JSSHK Services Agreement is from 1st January 2005 to 31st December 2007 and is renewable
for successive periods of three years thereafter unless either party to it gives to the other notice of termination
of nat less than three months expiring on any 315t December.
Swire is the holding company of Swire Pacific Limited which owns approximately 32.5% of the issued
capital of the Company and JSSHK, a wholly owned subsidiary of Swire, is therefore 2 connected person
ot the Company under the Listing Rules. The transactions under the JSSHK Services Agreement are continuing
connected transactions in respect of which announcements dated 1st December 2004 and 7th March 2006
were published.
For the year ended 31st December 2005, the fees paid by the Company to JSSHK under the JSSHK Services
Agreement totalled HK$12 million and expenses of HKS16 million were reimbursed at cost.

f. Continuing connected transactions commencing 2006

In addition, the Company and its non-wholly owned subsidiary TAECO entered into service agreements (" New
Agreements”) with CX an 10th November 2005 for the provision of services by the Company and TAECO to CX's
aircraft fleet, The services comprise line maintenance, base maintenance, comprehensive stares and logistics
support, component and avionics overhaul, material supply, engineering services and ancillary services at Hong
Kong internztional Airpart andfor Xiamen. Payment is made in cash by CX to HAECO/TAECO within thirty days
upan receipt of the invoice. The term of the New Agreements is from 1st January 2006 to 31st December 2007.

(X is a substantial shareholder and therefore a connected person of the Company under the Listing Rules.
The transactions under the New Aareements are continuing connected transactions in respact of which an
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30. Principal subsidiary and jointly controlled companies
at 31st December 2005

30, FEMBLRARARLT
R-ZZ2EF+AZ+—-BEER

Owned by
subsidiary
and jointly
Place of controlled
incarporation companies  Attributable
and operation Owned  WBAIR to the
EMALR Principal activities tssued share capital directly HIEQT Graup
EE EEEH ERARA BEEES #a E@EE
Subsidiary companies:
RELF
South China Aero Technology Limited Hong Kong ~ Aviation products trading Share capital of HK$500,000  60% - 60%
ERMERMERAT BB NEERER 500,000 TR A
Taikoo (Xiamen) Aircraft Engineering Xiamen Aircraft overhaul and Registered capital of 546% - 54.6%
Company Limited* =151 maintenance US$41,500,000
BEPIAEREIRERAT" REKE RAEERE 41,500,000% i AR
Jointly controlled companies:
£BLEF
EADS SOGERMA HAECO Services Hong Kong  Alrcraft camponent repair Share capital of HK$2,000,000  50% - 50%
Company Limited i) services 82,000,000 2 A
REHHEERS
Goodrich Asia-Pacific Limited Hong Kong  Carbon brake machining and  Share capital of HK$9,200,000  49% - 49%
EE wheel hub overhaul 789,200,000t RE
BERHAEIRBBRAE
Goodrich TAECO Aeronautical Systems  Xiamen Aircraft fuel control, flight Registered capital of - 35% 19.1%
{Xiamen) Company Limited* &M control and electrical US$5,000,000
BEFREATFRERLT" component repairs 5,000,000% T RER
REMBEHE  FREHE
RERFHHEE
Honeywell TAECO Aerospace (Xiamen)  Xiamen Aircraft hydraulic, pneumatic,  Registered capital of 25% 10% 30.5%
Company Limited* B avionic component and other  U5$5,000,000
EFEEREALFEMBRAA" aviation equipment repairs 5,000,000= TEHMEX
RUTE - RE MEB4R
HEitMEREERRS
Hong Kong Aero Engine Services Limited ~ Hong Kong ~ Commercial aero engine Share capital of HK$200 45% - 45%
EEMTRDREERBERLA E overhaul services BEE00TBRAR
BRARES EXERE
IN-Services Asia Limited Hong Kong  Aircraft component trading Share capital of HK$7,800,000  35% - 35%
BB and repair services 7 800,000 TRA
RERGEZRIEERRE
Singapore Aero Engine Services Pte. Limited  Singapore Trent engine overhaul services  Registered capital of - 20% 9%
FIRREZREREERBERCR g HREOIZABRE US$54,000,000
54,000, 000 X RES
Taikoo (Shandong) Aircraft Engineering  Shandong Heavy maintenance services Registered capital of 20% 10% 25.5%
Company Limited* R for narrow-bodied aircraft RMB86,000,000
MEAEREIRERAZ" TEREAREERE 86,000,000 ARBEEMER

Principal subsidiary and jointly controlled companies are those which, in the

opinion of the Directors, materially affect the result or assets of the Group.

* Equity joint venture registered in Mainland China.

* REERBERNERAEGELE
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TAIKOO (XIAMEN) AIRCRAFT ENGINEERING COMPANY LIMITED

— ABRIDGED FINANCIAL STATEMENTS

BEMAGRETIEERAR — MHH KA

To provide shareholders with information on the results and financial position of
the Group’s significant subsidiary company, Taikoo {Xiamen) Aircraft Engineering
Company Limited, the following is a summary of its audited consolidated profit
and loss account for the year ended 31st December 2005 and consolidated

balance sheet at 31st December 2005.

TAIKOO (XIAMEN) AIRCRAFT ENGINEERING COMPANY LIMITED

CONSOLIDATED PROFIT AND LOSS ACCOUNT

for the year ended 31st December 2005

ARRREAEEZEMNELT — BMAALTRBIRER
AEANRERGBHRRNEN UTAZLIEE-EE
IETZAZ+-PULFELSEUNGERERRN T
RAET- AT -EREENGREEREREE -

EMAERBIBEERAF
REeRRE
BE-TERFIASH-ALEE

2005 2004

(in HK$ Million) (BEEET)

Turnover 928 782 ek

Operating expenses (727) (612)  BEHEX

Operating profit 201 170 EERN

Net finance income 4 3 SR AEER

Share of after-tax results of jointly
controlled companies 15 14 EERELERSEER

Profit befare taxation 220 187 BRBADER

Taxation (18) (1) HE

Profit for the year 202 176 TEEF

Dividend paid - 55 2HRE

CONSOLIDATED BALANCE SHEET HFABEAfRR

at 31st December 2005 ZETRFV A+ -AEE

2005 2004

{in HKS Million) (BEEET)

NET ASSETS EEFE
Non-current assets 1,130 873 FRBEE
Current assets 348 351 RBEE

1,478 1,224
Current liabilities (201) {143) TEaR
111 L
TOTAL EQUITY 1,277 1,081 EREE




CORPORATE INFORMATION | A 5 &

Hong Kong Aircraft Engineering Company Limited

(Incorporated in Hong Kong with limited liability)

Registered Office
35th Floor, Two Pacific Place
88 Queensway

Hong Kong

Auditors
PricewaterhouseCoopers

Stock Code

The Stock Exchange of Hong Kong: 0044
Symbol for ADR Code: HKAEY

CUSIP Reference Number: 438569105

Depositary

The Bank of New York

ADR Division

22nd Floor, 101 Barclay Street

New York, NY10286

U.SA.

Tel: 1-888-BNY-ADRs (1-888-269-2377) (Toll free)
Fax: 1-212-571-3050

E-mail: ADR@bankofny.com

Website: http://www.adrbny.com

Principal Banker
The Hongkong and Shanghai Banking Corporation Limited

Registrars

Computershare Hong Kong investor Services Limited
46th Floor, Hopewell Centre

183 Queen’s Road East, Hong Kong

Website: http://www.computershare.com.hk

Website
http://www.haeco.com

For further information about Hong Kong Aircraft Engineering Company

Limited, please contact:

General Manager Group Public Affairs

Hong Kong Aircraft Engineering Company Limited
35th Floor, Two Pacific Place

88 Queensway

Hong Kong

Tel: (852) 2840-8098

Fax: (852) 2526-9365

FERBAIRERLT
(RE BRI ERLA)

RN FER
ERLHBENTAR
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R
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CUSIPZZ#R: : 438569105

BERER

The Bank of New York

ADR Division

22nd Floor, 101 Barclay Street

New York, NY10286

US.A

T 0 1-888-BNY-ADRs (1-888-269-2377)
(REIRARBER)

5 0 1-212-571-3050

E# : ADR@bankofny.com

$@4t © http:/www.adrbny.com
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.. The Stock Exchange of Hong Kong L)mrted takes no raspans:br//ry for the contenrs .
“« of this document,-makes no representation as to its accuracy of, completeness and - -
* expressly dlscla:ms any liability whatsoever for any loss howsoéver anelng from or /n' ‘

- o rel/ance upon the whole orany part of the contents of th/s document

HONG KONG AIRCRAFT ENGINEERING
o . COMPANY LIMITED :

(Incorporated in Hong Kong with Ilmlted IlabIIIty)
(Stock Code: 0044} . :

NOTICE OF ANNUAL GENERAL MEETING
uThe 2006 Annual General Meetlng of Hong Kong Arrcraft

" Engineering Company Limited will be' held at the Pacific -Place .

Conference Centre;-Level 5, One Pacific- Place, 88; Queensway, -
- Hong-Kong on Tuesday, 9th May 2006 at 2:30 p.m, to receive the-
* report of the Directors and the audited accounts for-the year ended‘

31st December 2005 and: . ,, o

St declareafmaidlvrdend; ‘ _
2. to elect Directors; and | S S

3.to reappoint auditors and authorise the Dlrertors 10 le thelr
remunerat|on

As special business, to consider and 1f thought fit, to pass the“
. following Ordinary Resolutions: . ‘ ’

4.to authonse the Directors to make on-| market repurchases of the"
Company sshares;and.- . . oo . e

5. to authorlse the Directors to a!lot |ssue and othervwse deal W|th )
the Company s shares : :

Bybrd'erofth‘eBoard S
DavidFu . . - . R
: CompanySecretary : Sl
L Hong Kong, 7th Apnl 2006

Notes s ' : : .
1. The Directors standing for elecnon/re -election are P K. Chan J R Grbson :
“+ D.C.Y.Ho, L.KX: Leong and A:N. Tyler. .

2. The register of shareholders will be closed from 2nd May 2005 to 9th Mav L

2006; both dates inclusive. . S
*3, This is a summary of the full text of thé Notlce of the Annual General Meetmg o
_ The full-text. of the Notice'is contained in.a circular to shareholders giving. further
~ information about the business to be conducted at the Meeting. Copies of the
. circular, which will be sent to all registered shareholders with the 2005 Annual
Report on 7th April 2008, may be obtained upon request from the-Registrars, .
Computershare Hong Kong Investor Services Limited, 46th Floor, Hopewell Cemre,
. 183 Queen’s Road East, Hong Kong.- ) )
4, The circular to shargholders and the 2005 Annual Repon are also avaﬂable on the .
- Company's website: http:/www.hasco.com.
5. As at the date of this notice, the Board of Dlrectors comprrses .
Executive Directors: P;K. Chan; J.C.G. Bremridge, J.R. Gibson, M. Hayman o
. Non-Executive Directors: D.M. Turnbull (Chalrman) D.G. Cndland DLY. Ho PA.
_ Johansen, AN. Tyler
: Independent Non-Executive Directors: R.E. Adams J S Drckson Lsach, LK. K Leong




{Incorporated in Hong Kong with limited liability)
(Stock Code: 0044) .
FORM OF PROXY for use at the Annual General Meeting on 9" May 2006

I’'We

of

TLICT g
being a Member/Members of the Company, hereby appoint DAVID MUIR HIRNBI 4
him CHAN PING KIT of Hong Kong or failing him Chairman of the meeting or (Note 1)

of

as my/our proxy to vote for me/us and on my/our behalf at the Annual General Meeting of the Company to be
held on Tuesday, 9th May 2006 at 2:30 p.m. at the Pacific Place Conference Centre, Level 5, One Pacific Place,

88 Queensway, Hong Kong and at any adjournment thereof on the undermentioned resolutions as indicated:

For (Note 2) Against (Note 2)

1. To declare final dividend.

2. (a) To re-elect CHAN Ping Kit as a Director.

(b) To re-elect Davy HO Cho Ying as a Director.

(c) To re-elect Antony Nigel TYLER as a Director.

{d) To re-elect Lincoln LEONG Kwok Kuen as a Director.

(e} To elect John Robert GIBSON as a Director.

the Directors to fix their remuneration.

3. To re-appoint PricewaterhouseCoopers as Auditors and to authorise

4. To grant a general mandate for share repurchase.

additional shares in the Company.

5. To grant a general mandate to the Directors to issue and dispose of

Signature: (Notes 4 and 5) Number of ordinary shares to
which this proxy relates (Note 3)

Date: , 2006

Notes:

1.

If you wish to appoint another person (who need not be a Member of
the Company) as proxy the names as shown above should be deleted
and the name and address of the other person inserted.

. In the case of joint shareholders, this form of proxy must be signed

by the shareholder whose name stands first in the Register of
Shareholders.

2. Please indicate with “ Y ” in the appropriate space opposite each 5. In the case of a corporation, this form of proxy should be under its
resolution how you wish the proxy to vote on your behalf. If this common seal or under the hand of an officer of the corporation duly
form of proxy is signed and returned without any indication as to how authorised.
the proxy shall vote, be will exercise his discretion as to whether 6. To be valid, this form of proxy together with any power of attorney
or not he abstains from voting and, if appropriate, as to how he votes. or other authority (if any) under which it is signed or a notarially
Unless instructed otherwise, your proxy may also vote or abstain certified copy of such power or authority must be deposited at
from voting as he thinks fit on any other business (including any Computershare Hong Kong Investor Services Limited, 46th Floor,
amendment to any resolution) which may properly come before the Hopewell Centre, 183 Queen's Road East, Hong Kong not less than
meeting. 48 hours before the time appointed for the holding of the meeting.

3. Please insert the number of ordinary shares to which this proxy relates 7. Whether or not you intend to be present at the annual general

in the box provided. If a number is inserted, this form of proxy
will be deemed to relate only to those shares. If no number is
inserted, this form will be deemed to relate to all the ordinary shares
in the Company which are registered in your name (whether alone or
jointly with others).

meeting you are requested to complete the form of proxy. The
completion of a form of proxy and returning it to the Registrars of the
Company will not preclude you from attending and voting in person
at the meeting or poll concerned and, in such event, the appointment
of the proxy will be deemed to be revoked.
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THIS DOCUMENT IS IMPORTANT AND:: of
REQUIRES YOUR IMMEDIATE ATTEN TION

If you are in any doubt about this document, you should consult your
stockbroker, bank manager, solicitor, professional accountant or other professional
adviser.

If you have sold or transferred all your shares in Hong Kong Aircraft
Engineering Company Limited (the “Company”), you should at once hand this
document and the accompanying form of proxy to the purchaser or transferee or
to the bank, stockbroker or other agent through whom the sale or transter was
effected for transmission to the purchaser or transferee.

The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) takes no
responsibility for the contents of this document, makes no representation as to
its accuracy or completeness and expressly disclaims any liability whatsoever for
any loss howsoever arising from or in reliance upon the whole or any part of the
contents of this document.

NOTICE OF ANNUAL GENERAL MEETING
AND
PROPOSALS FOR
GENERAL MANDATES TO
ISSUE SHARES AND REPURCHASE SHARES

HAECO

Hong Kong Aircraft Engineering Company Limited
(Incorporated in Hong Kong under the Companies Ordinance)
(Stock Code: 0044)

7% April 2006
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Executive Directors

CHAN Ping Kit, Deputy Chairman and Chief Executive Officer
John Charles Godfrey BREMRIDGE, Chief Operating Officer
John Robert GIBSON

Mark HAYMAN

Non-Executive Directors

David Muir TURNBULL, Chairman
Derek George CRIDLAND

Davy HO ChoYing

Peter Andre JOHANSEN

Antony Nigel TYLER

Independent Non-Executive Directors

Robert Ernest ADAMS
James Seymour DICKSON LEACH
Lincoln LEONG Kwok Kuen

Registered Office:

35th Floor

Two Pacific Place
88 Queensway
Hong Kong
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(Incorporated in Hong Kong under the Companies Ordinance)
(Stock Code: 0044)

7th April 2006

To the shareholders

Dear Sir or Madam,

wl

NOTICE OF MEETING

Notice of the Annual General Meeting (“AGM”) for 2006 is set out on pages 5 to 6 of this circular.
Enclosed with this circular is a form of proxy for use at that meeting. Whether or not you intend to
be present at the AGM you are requested to complete the form of proxy and return it to the Registrars of
the Company in accordance with the instructions printed thereon not less than 48 hours before the time
fixed for holding that meeting.

The completion of a form of proxy and returning it to the Registrars of the Company will not preclude
you from attending and voting in person at the meeting or poll concerned and, in such event, the
appointmernt of the proxy will be deemed to be revoked.

GENERAL MANDATES

At the AGM of the Company held on 10th May 2005, ordinary resolutions were passed giving general
mandates to Directors (i) to make on-market share repurchases (within the meaning of the Code on Share
Repurchases) up to 10 per cent. of the issued share capital of the Company as at 10th May 2005; and
(ii) to allot, issue and otherwise deal with shares equal to (a) 20 per cent. of the shares of the Company in
1ssue at 10th May 2005, plus (b) (authorised by a separate ordinary resolution as required by the Rules
Governing the Listing of Securities on the Stock Exchange (“the Listing Rules”)) the nominal amount of
any shares repurchased by the Company provided that the shares which may be allotted wholly for cash
shall not exceed 5 per cent. of the shares in issue at 10th May 2005.

Under the terms of the Companies Ordinance and the Listing Rules, these general mandates lapse at the
conclusion of the forthcoming AGM unless renewed at that meeting. Resolutions (Resolutions 4 and 5)
will be proposed to renew these mandates and the Explanatory Statement required by the Listing Rules to
be sent to shareholders in connection with the proposed repurchase resolution is set out in the Appendix
to this circular.

ELECTION / RE-ELECTION OF DIRECTORS

In relation to Resolution 2, PK. Chan, Davy Ho, Tony Tyler and Lincoln Leong will retire at the
forthcoming AGM and will offer themselves for re-election to serve for another term of three years in
accordance with Article 93 of the Company’s Articles of Association. In addition, J. Robert Gibson,
having been appointed as a Director of the Company since the last AGM, will also retire and
will offer himself for election pursuant to Article 91 of the Company’s Articles of Association to serve
for a term of three years. Lincoln Leong is an independent non-executive Director (“INED”) and has
fulfilled all the factors for assessing independence set out in Rule 3.13 of the Listing Rules. Separate
resolutions will be proposed for the election / re-election of these Directors and their particulars and
interests in the shares of the Company are provided in the “Directors and Officers” section and the
“Directors” Report” in the Annual Report 2005 which accompanies this circular. Other than as




disclosed therein, they are not related to any Director, senior management or substantial shareholders of
the Company. In accordance with the Company’s Articles of Association, they will retire as Directors at
the third AGM after election and will be eligible for re-election. Their emoluments are given in note
7 to the Accounts. Davy Ho and Tony Tyler, do not receive any emolument or Direcror’s fee from
the Company. Lincoln Leong is entitled to the Director’s fee determined by the Board, currently fixed
at the level of HK$100,000 per annum. With the exception of PK. Chan and J. Robert Gibson, none of
the Directors proposed for election / re-election has a service contract with the Company.

PK. Chan’ service contract with the Company has been extended on 31st October 2005 for a term
of 3 years until 31st October 2008. ]. Robert Gibson’s service contract with the Company does not
provide for a specified term. Both service contracts may be terminated by either party on six months’
notice. Their remuneration package, particulars of which are also given in note 7 to the Accounts,
was determined in accordance with the policy reviewed by the Remuneration Committee as described in
the “Corporate Governance” section of the Annual Report 2005.

PROCEDURE BY WHICH A POLL MAY BE DEMANDED

Under the Articles of Association of the Company, at any general meeting, on a show of hands every
member present in person shall have one vote and on a poll every member present in person or by proxy
shall have one vote for every fully paid up share of which he is the holder. A resolution put to the vote
of a meeting shall be decided on a show of hands unless, before or on the declaration of the result of the
show of hands or of the withdrawal of any other demand for a poll, a poll is duly demanded. Article 72
provides that, subject to the provisions of the Companies Ordinance, a poll may be demanded by:

(1) the chairman of the meeting; or
(i) at least three members present in person or by proxy and entitled to vote at the meeting; or

(iii) any member or members present in person or by proxy and representing in the aggregate not less than
one-tenth of the total voting rights of all members having the right to attend and vote at the meeting;
or

(iv) any member or members present in person or by proxy and holding shares conferring a right to attend
and vote at the meeting on which there have been paid up sums in the aggregate equal to not less than
one-tenth of the total sum paid up on all shares conferring that right.

Your Directors believe that the proposals described 1n this document are in the interests of the Company
and its shareholders and accordingly recommend you to vote in favour of all of the resolutions to be

proposed at the 2006 AGM.

Yours faithfully,
David TURNBULL
Chairman



APPENDIX

The following is the Explanatory Statement required to be sent to shareholders under the Listing Rules in
connection with the proposed general mandate for repurchase of shares and also constitutes the Memorandum
required under section 49BA of the Companies Ordinance. References in this Appendix to “Shares” means
share(s) in the capital of the Company and includes, where the context so requires, shares of HK$1.00 each of
the Company.

(a)

(b)

(c)

(d)

(e)

Exercise of the General Mandate

[t is proposed that up to 10 per cent. of the Shares in issue at the date of the passing of the resolution
to approve the general mandate may be repurchased. As at 17th March 2006, the latest practicable date
for determining such figure, the number of Shares in issue was 166,324,850. On the basis of this figure
(and assuming no further Shares are issued or repurchased after 17th March 2006 and up to the date of
passing such resolution), the Directors would be authorised to repurchase up to 16,632,485 Shares.

Reasons for repurchases

The Directors believe that the ability to repurchase Shares is in the interests of the Company and its
shareholders.

Repurchases may, depending on the circumstances, result in an increase in net assets and/or earnings per
share. The Directors are seeking the grant of a general mandate to repurchase Shares to give the Company
the flexibility to do so if and when appropriate. The number of Shares to be repurchased on any occasion
and the price and other terms upon which the same are repurchased will be decided by the Directors at
the relevant time having regard to the circumstances then pertaining.

Funding of repurchases

It is envisaged that the funds required for any repurchase would be derived from the distributable profits of
the Company.

Effect of repurchases

There might be a material adverse impact on the working capital or gearing position of the Company
{as compared with the position disclosed in the audited accounts for the year ended 31st December 2005)
in the event that the proposed share repurchases were to be carried out in full at any time during the
proposed repurchase period. However, the Directors do not propose to exercise the general mandate to
such extent as would, in the circumstances, have a material adverse effect on the working capital
requirements of the Company or the gearing levels, which in the opinion of the Directors are from time
to time appropriate for the Company.

General

There are no Directors (to the best of the knowledge of the Directors, having made all reasonable
enquiries) or any associates {as defined in the Listing Rules) of Directors who have a present intention, in
the event that the general mandate is granted by shareholders, to sell Shares to the Company.

The Directors have undertaken to the Stock Exchange to exercise the power of the Company to make
purchases pursuant to the general mandate in accordance with the Listing Rules and the laws of Hong
Kong.




®

If as the result of a repurchase of Shares a shareholder’s proportionate interest in the voting rights of the
Company increases, such increase will be treated as an acquisition for purposes of the Hong Kong Code
on Takeovers and Mergers (“Takeover Code”). As a result, a shareholder, or group of shareholders acting in
concert depending on the level of increase of shareholders’ interest, could obtain or consolidate control
of the Company and become obliged to make a mandatory offer in accordance with Rule 26 of the
Takeover Code.

The Directors are not aware of any consequences which would arise under the Takeover Code as a
consequence of any purchase pursuant to the general repurchase mandate, save that in the event of full
exercise of the repurchase mandate and the maintenance by Cathay Pacific Airways Limited (“CPA”)
of its present shareholding (amounting to approximately 27.45% of the votes attaching to the issued share
capital of the Company) the percentage of the votes attaching to the share capital owned by CPA would
increase to more than 30% and accordingly CPA may be obliged to make a general offer for all of the
issued shares of the Company not owned by it. However, the Directors have no current intention to
exercise the repurchase mandate to such an extent as would give rise to this situation.

No Shares have been purchased by the Company in the previous six months (whether on the Stock
Exchange or otherwise).

No connected persons (as defined in the Listing Rules) of the Company have notified it of a present
intention to sell Shares of the Company to the Company and no such persons have undertaken not to sell
any such Shares to the Company in the event that the general mandate is granted by shareholders.

Share Price

The highest and lowest prices at which Shares -of the Company have traded on the Stock Exchange in
each of the previous twelve months are as follows:

Highest (HK$) Lowest (HK$)
March 2005 49.70 46.90
April 2005 50.50 46.90
| May2005 4920 4760
June 2005 51.00 48.60
July 2005 50.90 ' 49.00
August 2003 " 6600 5060
September 2005 o 61.95 56.45
October 2005 59.00 56.35

* November 2005 | 6190 5770
December 2005 61.40 58.70

January 2006 6385 5950
~ February 2006 64.10 61.30




NOTICE OF MEETING

NOTICE IS HEREBY GIVEN that an ordinary general meeting of the shareholders of HONG KONG
AIRCRAFT ENGINEERING COMPANY LIMITED, being the annual general meeting for 2006, will be
held at the Pacific Place Conference Centre, Level 5, One Pacific Place, 88 Queensway, Hong Kong on Tuesday,
9th May 2006 at 2:30 p.m. to receive the report of the Directors and the audited accounts for the year ended
31st December 2005 and:

1. To declare a final dividend.

2. To elect Directors.

3. To reappoint auditors and authorise the Directors to fix their remuneration.

As special business, to consider and, if thought fit, to pass the following Ordinary Resolutions:
4. THAT:

(a)  subject to paragraph (b), the exercise by the Directors during the Relevant Period of all the powers
of the Company to make on-market share repurchases (within the meaning of the Code on Share

Repurchases) be approved;

(b)  the aggregate nominal amount of the Company’s shares which may be repurchased pursuant to the
approval in paragraph (a) above shall not exceed 10 per cent. of the aggregate nominal amount of
shares in 1ssue at the date of passing this Resolution; and

(c)  for the purpose of this Resolution:
“Relevant Period” means the period from the passing of this Resolution undl the earliest of:
(i) the conclusion of the next annual general meeting of the Company; and

(if) the expiration of the period within which the next annual general meeting of the Company is
required by law to be held; and

(iii) the revocation or variation of the authority given under this Resolution by ordinary resolution
of the shareholders in general meeting; and

references to “shares” include securities which carry a right to subscribe for or purchase shares.
5. THAT:

(a)  subject to paragraph (b), the exercise by the Directors during the Relevant Period of all the
powers of the Company to allot, issue and deal with additional shares and to make or grant offers,
agreements and options which will or might require the exercise of such powers during or after the

end of the Relevant Period be approved;

(b)  the aggregate nominal amount of shares allotted or agreed conditionally or unconditionally to be
allotted (whether pursuant to an option or otherwise) by the Directors pursuant to the approval
in paragraph (a), otherwise than pursuant to (1) a Rights Issue or (i1) any scrip dividend or similar
arrangement providing for the allotment of shares in lieu of the whole or part of a dividend on
shares, shall not exceed the aggregate of (aa) 20 per cent. of the aggregate nominal amount of the




shares in issue at the date of passing this Resolution plus (bb) (if the Directors are so authorised by
a separate ordinary resolution of the shareholders of the Company) the nominal amount of
any shares repurchased by the Company subsequent to the passing of this Resolution (up to 2
maximum equivalent to 10 per cent. of the aggregate nominal amount of the shares in issue at
the date of passing this Resolution) provided that the aggregate nominal amount of the shares so
allotted (or so agreed conditionally or unconditionally to be allotted) pursuant to this Resolution
wholly for cash shall not exceed 5 per cent. of the aggregate nominal amount of the shares in issue
at the date of passing this Resolution; and

for the purpose of this Resolution:
“Reelevant Period” means the period from the passing of this Resolution until the earliest of:
(i) the conclusion of the next annual general meeting of the Company; and

(i) the expiration of the period within which the next annual general meeting of the Company is
required by law to be held; and

(i) the revocation or variation of the authority given under this Resolution by ordinary resolution
of the shareholders in general meeting; and

“Riaghts Issue” means an offer of shares to holders of shares thereof on the register on a fixed
record date in proportion to their then holdings of such shares thereof (subject to such exclusion
or other arrangements as the Directors may deem necessary or expedient in relation to fractional
entitlements or having regard to any restrictions or obligations under the laws of, or the
requirements of any recognised regulatory body or any stock exchange in, any territory outside
Hong Kong).

By order of the Board
David FU
Company Secretary

Hong Kong, 7th April 2006

Notes:

1.

w

Any member entitled to attend and vote at the meeting convened by the above notice is entitled to appoint one or more
proxies to attend and, on a poll, vote instead of him. A proxy need not be a member of the Company.

All proxies must be deposited with the Registrars, Computershare Hong Kong Investor Services Limited, 46th Floor,
Hopewell Centre, 183 Queen's Road East, Hong Kong, not less than 48 hours before the time appointed for the meeting.

If approved, the final dividend is expected to be paid to shareholders on Friday, 19th May 2006.

The register of shareholders will be closed from 2nd May to 9th May 2006, both days inclusive. To rank for the final dividend,
all transfers should be lodged with the Company’s Registrars, Computershare Hong Kong [nvestor Services Limited, 17th
Floor, Hopewell Centre, 183 Queen’s Road East, Hong Kong, for registration not later than 4:00 p.m. on Friday, 28th April
2006.

The Directors retiring are PX. Chan, Davy Ho, Tony Tyler, Lincoln Leong and J. Robert Gibson. Separate resolutions will be
proposed for their election / re-election.

The Chairman intends to direct that each of the resolutions set out in this notice be voted on by poll.
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